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TWENTY-FIVE YEARS OF ACQUISITION REFORM: 
WHERE DO WE GO FROM HERE? 


House of Representatives, 
Committee on Armed Services, 
Washington, DC, Tuesday, October 29, 2013. 

The committee met, pursuant to call, at 10:10 a.m., in room 
2118, Rayburn House Office Building, Hon. Howard P. “Buck” 
McKeon (chairman of the committee) presiding. 

OPENING STATEMENT OF HON. HOWARD P. “BUCK” MCKEON, 

A REPRESENTATIVE FROM CALIFORNIA, CHAIRMAN, COM- 
MITTEE ON ARMED SERVICES 

The Chairman. The committee will come to order. 

We convene on a sad day. Yesterday, this committee lost a 
former chairman, a hero, a patriot, and a friend. Ike Skelton will 
be deeply missed, not only by those of us Members and staff in this 
room, but by the men and women in uniform who Ike worked so 
hard and so humbly for. 

It was always difficult to have a conversation with Ike in public 
because our troops were always stopping him to thank him, to have 
their picture taken with him, or to let him know how his service 
had made theirs better. Ike was always humble when he met them. 

There is no tribute we can offer that can ever match the grati- 
tude of those men and women. It is appropriate, though, that we 
take a moment now to bow our heads and thank God for the gift 
of having known Ike and for the opportunity to carry on his work. 

[Moment of silence.] 

The Chairman. Thank you. 

That brings us to today’s hearing. As many of you know, this 
committee, under leadership of many like Ike, has a long track 
record of tackling incredibly complex and challenging issues. The 
subject of today’s hearing, acquisition reform, is one of those issues. 

For anyone who needs reminding of the magnitude of defense ac- 
quisition, in 2012 the Defense Department’s contract obligations 
were 10 percent of the entire Federal budget. 

While this committee has led successful efforts to improve the 
way the Department acquires items and services, there are still 
significant challenges facing the defense acquisition system. We 
cannot afford a costly and ineffective acquisition system, particu- 
larly when faced with devastating impacts of repeated budget cuts 
and sequestration. 

The Congress, together with the Department of Defense and in- 
dustry, must be willing to do the hard work to find root causes, 
look past Band-Aid fixes and parochial interests, and have the 
courage to implement meaningful, lasting reform. To this end, I 

( 1 ) 
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have asked our vice chairman, Mr. Thornberry, in consultation 
with our ranking member, to engage in a long-term DOD [Depart- 
ment of Defense] reform effort that includes a hard look at acquisi- 
tion. 

We have invited an extraordinary panel of witnesses to help us 
with that task here today. I am very thankful for their willingness 
to be here to examine previous reform efforts, explore reasons the 
Department continues to field programs over budget and behind 
schedule, and look to ways that we can lead lasting reform efforts. 

Joining us today are the Honorable Dov Zakheim, former Comp- 
troller of the Department of Defense; Mr. Pierre Chao, senior asso- 
ciate, Center for Strategic and International Studies; Mr. Moshe 
Schwartz, specialist in defense acquisition policy. Congressional Re- 
search Service; and Mr. Paul Francis, Managing Director, U.S. 
Government Accountability Office. 

Unfortunately, Dr. Ron Fox from the Harvard Business School 
could not be here today. He did, however, provide us with written 
remarks that you all have a copy of, and I thank him for that. 

And I ask unanimous consent that those remarks be entered into 
the record. 

Without objection, so ordered. 

[The statement of Mr. Fox can be found in the Appendix on page 
133.] 

The Chairman. Mr. Smith. 

[The prepared statement of Mr. McKeon can be found in the Ap- 
pendix on page 49.] 

STATEMENT OF HON. ADAM SMITH, A REPRESENTATIVE FROM 

WASHINGTON, RANKING MEMBER, COMMITTEE ON ARMED 

SERVICES 

Mr. Smith. Thank you, Mr. Chairman. 

First of all, I want to share in your remarks about Chairman 
Skelton. I served on this committee with him for 14 years. He was 
an amazing man. I mean, I can’t think of anybody who was more 
dedicated to the people who served in the military. When you 
would travel with Ike, he always, as we were doing our meetings 
with different groups and everything, he would always say, “Where 
are the troops? I want to talk to the troops.” And he always did 
that, and he always looked after them. He had a knowledge of mili- 
tary history and a dedication to the men and women who served 
which is unparalleled. 

But he was also just an excellent mentor for everybody who 
served on this committee. Republican and Democrat alike. And Mr. 
McKeon and I always talk about how this is a — ^you know, it is a 
bipartisan committee. Well, it took dedication of people like Mr. 
Skelton to make sure that that was the case. As both the chairman 
and ranking member, he went out of his way to work across the 
aisle to make sure that we always remembered what we were 
doing here, which was to look after the national security interests 
of our country and those who served and protected it. 

He will be sorely missed by many. I know many of the staff 
worked very closely with him for years and years, as well. But he 
lived a very, very good life. And he upheld the standards of this 
body. Congress, and, in particular, upheld the standards of the 
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House Armed Services Committee in a way that all of the rest of 
us should absolutely aspire to. 

So I thank the chairman for taking a moment to recognize his 
service. And it is a very sad day. We will all miss Ike, but we 
thank him for all that he has done for his country, for his district, 
for the men and women in the military, and for this committee. 

It is hard to go from that to talking about acquisition reform, but 
I appreciate our panelists being here today. It is a never-ending 
challenge. One of the big things that was accomplished when Ike 
was chairman of this committee was we passed a comprehensive 
acquisition reform bill that I think has made, you know, some posi- 
tive steps. 

And there is a whole bunch of different things that could be said 
about it, but the thing that I have sort of learned in my time of 
working on it is that it really comes down to people. You know, we 
can pass all the legislation we want. It really is a matter of how 
the DOD operates — the procurement shop, the program managers, 
you know, what is the ethic that is put in place there, how do we 
get to greater efficiency. 

I think one of the greatest challenges in that is getting the incen- 
tives right so that the men and women who work in this have the 
proper incentive to be innovative, to find the way to do the thing 
that is most cost-effective. I think far too often the incentives that 
are in place within our personnel system within DOD are to merely 
check the box. As long as you did the process right, regardless of 
the result, nobody can blame you. I think we need to better em- 
power the people in the Pentagon to make those smart decisions. 

When you go out in private industry and you see how companies 
have, you know, sort of changed paradigms and all of a sudden be- 
come more efficient and more effective than their competitors, it is 
not because a group of people sat in a room somewhere and devel- 
oped a perfect process and then everybody robotically followed it. 
It is because people doing the work saw opportunities and took 
them and figured out how to do things different and better and 
more efficiently. 

So I know there are a lot of other issues around this, but, for me, 
empowering the people to make those smart decisions is one of the 
most important approaches that we can take. 

I look forward to the testimony of our very distinguished panel, 
and I thank the chairman for holding this hearing. 

[The prepared statement of Mr. Smith can be found in the Ap- 
pendix on page 51.] 

The Chairman. Thank you. 

Mr. Zakheim. 

STATEMENT OF HON. DOV S. ZAKHEIM, FORMER UNDER SEC- 
RETARY OF DEFENSE (COMPTROLLER), SENIOR ADVISOR, 

CENTER FOR STRATEGIC AND INTERNATIONAL STUDIES 

Mr. Zakheim. Thank you, Mr. Chairman. For the record, thank 
you for being so nice to my son. 

The Chairman. Can you move that mike right — real close? 
Thank you very much. 

Mr. Zakheim. Were you able to hear me? 

The Chairman. You bet. 
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Mr. Zakheim. Mr. Chairman, Ranking Member Smith, distin- 
guished members of the committee, I appreciate the opportunity to 
appear again before you. 

The title of your hearing actually outlines the nature of the chal- 
lenge that DOD faces: 25 years of acquisition reform, and we still 
have to ask, where do we go from here? 

In fact, for much longer than 25 years, talented officials, many 
of them with illustrious records in industry, have grappled with the 
reality that our defense acquisition system is fundamentally bro- 
ken. 

And I would ask, because I have a long statement, that it be 
placed in the record, and that way I can abridge it now. 

The Chairman. All of your statements will be placed in whole in 
the record. 

Without objection, so ordered. 

Mr. Zakheim. Thank you, Mr. Chairman. 

The Chairman. Thank you. 

Mr. Zakheim. More money is buying less product, and this is cost 
growth, not just inflation. The F-35 is a good example of a very 
long list. And despite so-called improvements in manufacturing 
processes, costs continue to grow. It is decades since Norm Augus- 
tine said that the way costs were rising, we would wind up with 
one plane, one ship, and one tank. And nothing has happened since 
he said that to change the analysis. 

And equally troubling is the management of DOD’s acquisition of 
services. Services get a lot less scrutiny than the acquisition of 
goods, but they account for more than half of all DOD acquisition. 
But poor product, duplication, more generally waste, occasionally 
fraud and abuse, have plagued the Department’s acquisition of 
services for years and are a special cause of concern. 

As long ago as 1975, a subcommittee of the Senate Government 
Affairs Committee, as it was then called, held a hearing — a series 
of hearings on defense acquisition, including one on major systems 
acquisition reform. Since then, we have had DSB [Defense Science 
Board] reports, commissions, task forces, think tanks all worrying 
about the same thing, government initiatives as well, most recently 
the Better Buying Power memorandum of November 2012, and 
changes all the time to the DOD 5000 series of acquisition direc- 
tives. 

But the Rapid Acquisition Cell in effect identifies the heart of the 
problem and its size. Imagine, we set up a Rapid Acquisition Cell 
to get around our own acquisition system. 

And so the current era of budget constraints renders the need for 
acquisition reform even more urgent than in the past. We can’t af- 
ford to waste a cent, much less dollars or billions of them. 

And there is no point blaming anyone for this. We are where we 
are. But the executive branch and the Congress have to commit to 
a radical restructuring of the acquisition system in all its mani- 
festations. And by the executive branch, I don’t just mean DOD. I 
mean 0PM [Office of Personnel Management], as well, and 0MB 
[Office of Management and Budget], too, its management side. 

So what do we need? First, we need a core of educated con- 
sumers. DOD no longer has the monopoly on technology. There is 
Silicon Valley, North Carolina Research Triangle, Route 28 in Mas- 
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sachusetts, lots of other places that are ahead of DOD in advanced 
technology. But there is no DOD-wide program to ensure that its 
civilians remain conversant with the most up-to-date technological 
developments. Too often, they have to rely on contractors for ana- 
lytical and scientific support. 

And, yes, there are online courses at the Defense Acquisition 
University and there is the university itself. But too many program 
managers appear to he deficient when it comes to supervising the 
progress of programs simply because they don’t know the tech- 
nology that they are supervising. 

And, finally, too many contracting officers carry out their tasks 
in a lot less than optimal ways. They usually opt for the lowest 
price. That way, they can afford to avoid bid protests. That is not 
the way you should run the system. 

So, in the last minute or so of the time available to me, I am 
going to jump to some suggestions. 

First, we need to encourage, and not discourage, our acquisition 
officers to get outside education. We need to be sure that when 
they come b^ack they have jobs that make it a profession, a career, 
and not just a job. This does not happen very often at all. 

We must make sure that contracting officers are proficient. They 
are not right now. We must guarantee that someone does not move 
up the chain of promotion unless they have had the equivalent of 
professional military education. You can’t become a lieutenant colo- 
nel without going to Command and Staff College. You can’t become 
a flag or general officer without going to the NDU [National De- 
fense University] or one of the other 1-year university courses at 
the War College level. But you can get promoted to SES [Senior 
Executive Service], to GS-15 and -14 without having taken a sin- 
gle course since you went to graduate school. And then you are 
supposed to manage billion-dollar, leading-edge programs that are 
state-of-the-art. It doesn’t work. We need to do something about 
that. 

We need to encourage people not to simply spend every penny 
they’ve got because if they do so they will be penalized. It is abso- 
lutely the wrong way around. They should be rewarded for saving 
money. The money should go back to DOD. Maybe some would 
argue it should go back elsewhere. But it should be saved. And we 
need to reward people for that. 

Our measurement and reward system is simply not adequate, 
and a lot of that has to do with 0PM. 0PM is still operating with 
1960s rules, with the way it defines particular job descriptions, 
with the way it deals with promotions, with the way it deals with 
education. This is not just a DOD problem. If we are talking about 
defense civilians, then 0PM has to weigh in. 

If we are talking about the military, then we have to look at how 
long they serve in a particular program management job. The di- 
rector of the Nuclear Reactors Program for the Navy serves 10 
years. No senior military officer who is in charge of a major pro- 
gram should serve for less than 5 years. You cannot have the kind 
of turnover we have and expect programs not to overrun, not to be 
late, not to miss testing schedules. It just doesn’t work. 

Another point that I would like to make regarding some way to 
deal with acquisition in a different way from the present is we 
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need to focus a spotlight on DCMA [Defense Contract Management 
Agency]. The Defense Contracts Management Agency has roughly 
over 1,000 people — excuse me, more than that. It has — yes, it has 
over 1,000 people and over a billion-dollar budget and, I don’t 
know, about 12,000 contractors. 

DCMA has always been under everybody’s radar screen, and yet 
they are supposed to manage the contracts. They don’t reward peo- 
ple for managing contracts well. People just move up the chain. 
This needs to be looked into very, very carefully. We cannot — we 
far too often blame contractors, when, in fact, they are not given 
clear rules, they are not given clear directives. DCMA has to en- 
force that. 

And one thing that is exceedingly important for DCMA to enforce 
is the whole approach to engineering change proposals [ECPs]. 
What often happens is that contractors, because they know con- 
tracting officers will go with the low bid to avoid bid protests, con- 
tractors come in with the lowest bid. They lowball the bid, and 
then they figure, well, we will make it up later. Well, how do you 
make it up later? You make it up later when somebody gives you 
an engineering change proposal. It is like a dentist who discovers 
he has to do a crown; he praises God. It is the same thing with 
ECPs, because that busts completely through any firm, fixed-price 
contract. 

Who is supposed to enforce some kind of rigorous control over 
ECPs? Well, if you look at requirements, that is done by the Joint 
Chiefs. And Admiral Winnefeld has done a tremendous job in en- 
suring that once the Chiefs agree on a requirement, which is based, 
of course, on what the commanders-in-chief in the field say, by and 
large, then you review that requirement and you come back to it 
and make sure that it holds. But once there is an engineering 
change proposal, that falls through as well. 

DCMA has to ensure that an ECP simply is not approved at 
lower levels. You want an ECP? You hand it to your boss, and your 
boss hands it to their boss so that you have a senior person who 
is responsible, who is accountable, who then signs off, and I guar- 
antee you the number of ECPs is going to be minimized. And once 
that happens, people are going to stop lowballing because they 
know they are not going to get their money back, and the whole 
cycle that we have now is going to get reversed. 

So I urge you to look very closely at DCMA, at the whole ECP 
issue, and talk to everybody about it — the military, the civilians, 
industry. You will get the same answer. 

It looks like I am way over my time, so I will just say this. I 
think what you are doing is exceedingly important. Like I said, this 
has been going on for years, for decades. The list of programs that 
have overrun is a mile long. And it is not going to take you 6 weeks 
or even 6 months to fix the problem. 

But the people in the Pentagon, particularly the top, are dedi- 
cated to this. One important thing is that, whoever is the Secretary 
of Defense — Democrat, Republican, doesn’t matter — they need to 
share this objective. You shouldn’t just come in and say, I am going 
to throw everything overboard because the other guy had it and 
this isn’t mine. It needs to be a bipartisan effort, it needs to be a 
long-term effort, and, God willing, you will succeed. 
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Thank you, Mr. Chairman. 

[The prepared statement of Mr. Zakheim can be found in the Ap- 
pendix on page 53.] 

The Chairman. Thank you. 

Mr. Chao. 

STATEMENT OF PIERRE A. CHAO, SENIOR ASSOCIATE (NON- 
RESIDENT), INTERNATIONAL SECURITY PROGRAM, CENTER 

FOR STRATEGIC AND INTERNATIONAL STUDIES 

Mr. Chao. Mr. Chairman, Ranking Member Smith, distinguished 
members of the committee, thank you for the privilege to appear 
before you to discuss the very important topic of improving the de- 
fense acquisition enterprise. It is an excellent one for the com- 
mittee to be addressing. And, Mr. Chairman, as you noted, in a pe- 
riod of slowing defense spending, these dollars will be extremely 
precious, and it will be strategically important for the Department 
of Defense to have an efficient acquisition system. 

I thought I would make five, sort of, key observations about the 
acquisition reform system and the efforts and look forward in 
terms of what should be done. 

First, there has been a very useful evolution of the debate about 
acquisition reform. If you take the time to read, you know, the com- 
missions and studies done after the Revolutionary War, Clivil War, 
any other conflict, they are filled with horrific stories about true 
corruption and fraud and abuse. And so it should be no surprise 
that the first 150 years was spent in terms of putting in laws to 
prevent those kinds of things. 1980s, 1990s, 2000s, we rotated into 
looking at how do you bring efficiencies to the processes and func- 
tioning of the acquisition system. 

What I think has been important in the last 7 years has been 
the recognition that the acquisition system is part of a broader sys- 
tem that involves the requirements, budgeting processes, as well as 
the acquisition process. I can have the most perfectly designed and 
functioning acquisition system, but if it is fed the wrong require- 
ments or rapidly changing requirements, it will still produce bad 
outcomes. 

And so continuing that focus and accepting the viewpoint and the 
results of GAO [Government Accountability Office] analyses and 
others that sits there and says that 85 percent of the cost of a 
weapons system is determined by the time the requirements are 
set, looking at the functioning of the requirements processes and 
systems and how it interfaces with others I think would be a very 
fruitful place, you know, to continue to look as we go forward. 

Second, the laws and rules defining and governing the DOD ac- 
quisition system are large and complex. They have accreted over 
time. If you go back to the original roots of any one of those rules 
or regulations, there was probably a true original problem. The 
problem is that we have accreted other rules that sometimes con- 
flict, everybody forgot why the original rule came into place, and 
there has been a tendency to add rules but never take any away, 
which is why things like the Section 800 Panel that was done in 
1993 or the periodic rewrites of the 5000 instructions are so useful, 
because it causes a relook. 
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As an aside, putting a sunset clause on almost all new laws or 
rules to force a periodic reexamination would be an interesting best 
practice to consider. It would be my observation that many of the 
problems of the acquisition system are really the result of unin- 
tended consequences of a very Byzantine and sometimes outright 
contradictory set of laws and regulations rather than outright mal- 
ice or malfeasance on the part of the people. 

Third point: One size does not fit all in this system. The Pen- 
tagon is acquiring and buying a wide range of technologies, prod- 
ucts, and services. It touches almost every segment of the economy. 
We are doing everything from trying to draw in new technologies 
to buying very mature platform systems, buying services. Now, ac- 
tually, the Pentagon buys as much services as it does hardware. 
And we have a system that is trying to live in a dual mode of both 
doing rapid acquisition for the war, where time and speed is crit- 
ical, at the same time as we are trying to buy very long-cycle weap- 
ons systems. 

Reforms being done at one end of the system may actually be 
very counterproductive if applied to the wrong end of the system. 
And so avoiding the tendency to do, you know, one-size-fits-all 
types of rules or regulations would be important, and looking at, 
frankly, whether do we need multiple tracks that run through it, 
which — different sets of rules and policies and procedures and, 
frankly, cultures, as well. 

Fourth point: All the cost overruns, missed deadlines, failed pro- 
grams are symptoms, not root causes. I think part of the reason 
why we have failed to shift the system is because many of the stud- 
ies and reform attempts have tried to go after the systems rather 
than the root causes. And I would submit that there are four root 
causes to consider. 

The first one is, we want to have a military at the technological 
cutting edge — and that has always been our focus. If you live at the 
technological cutting edge, you are going to have failures, risk, and 
structural overruns. We will never be able to get the overruns 
down to zero, frankly, if we want to choose that. And attempting 
to do so is a little bit — is essentially chasing a chimera that doesn’t 
exist. That doesn’t mean we should tolerate poor performance and 
not try to improve it. It simply says that eliminating all cost over- 
runs is incompatible with our strategic goals. 

Two, in terms of another structural disconnect, there are funda- 
mental and structural disconnects in the timeframes used by the 
different actors. I am trying to do a decade-long program with pro- 
gram managers that rotate over a couple of years, with oversight 
by a Congress that has 2- and 6-year cycles, being executed by com- 
panies that have quarterly performance metrics that they are try- 
ing to match. 

Getting realignment in those timeframes, I think, would be use- 
ful, to the extent that it is those different timeframes that creates 
the friction and cost in the system. So, as Dov mentioned, having 
program managers who spend more time there. If you want to real- 
ly take on something, looking at budgeting processes and how we 
appropriate dollars. In some cases it may be appropriate to do it 
on an annual basis, in other cases maybe on a multiyear basis, in 
order to better match and create stability in the system. I believe 
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we waste billions of dollars in this churning of mismatched time- 
frames. 

The other key structural issue: The economic and profit incen- 
tives embedded in the system creates adverse results. We would 
rather pay a billion dollars and 4 percent margins than $600 mil- 
lion and 20 percent margins. Even though that differential would 
save the taxpayers $400 million, I guarantee you, if it was that, we 
would have a question about, why did that contractor make 20 per- 
cent margins? And yet, when we use that kind of a system, we then 
turn all the economic incentives in the capitalist system that we 
have a military to protect and defend on its head. And so, looking 
at the disincentives to reduce costs and the behaviors are there. 

And, Ranking Member Smith, I was really encouraged by your 
using the word “incentives” in your comments, because that is a 
topic that has rarely been addressed in prior studies. We move 
boxes, we add people, we rearrange things, we pass laws, and rare- 
ly has anybody said, what are the incentives that we want to put 
into place? As you noted, in the end, it is down to the behaviors 
of people, and they go by those incentives. 

The system is set up with a structural incentive to lie to itself 
We want to put in the low bid to win the contract, DOD wants to 
accept that low bid in order to get the program going. Congress 
wants to accept it so we can get the program going and get jobs 
in districts. And part of those cost overruns that you see is nothing 
more than that lie being manifest, and it is something that we 
knew right from the beginning. 

And some of the studies have begun to approach this, you know, 
budgeting to the 80 percent probability line rather than 50 percent, 
and I would argue, again, changing the incentives for missing that. 
In fact, we have the ironic counterincentive. The programs that fail 
are the ones that get extra money, and if you actually do your job 
and come in under budget and ahead of time, you get your money 
taken away from you. So why would I ever want to do that? 

If this group focused on this topic of incentives, I would argue 
you would move the ball much further than any other efforts have 
over the last couple of decades. 

Thank you for the opportunity to share some of my thoughts. I 
look forward to your questions and the dialogue. 

[The prepared statement of Mr. Chao can be found in the Appen- 
dix on page 77.] 

The Chairman. Thank you very much. 

Mr. Schwartz. 

STATEMENT OF MOSHE SCHWARTZ, SPECIALIST IN DEFENSE 
ACQUISITION POLICY, CONGRESSIONAL RESEARCH SERVICE 

Mr. Schwartz. Chairman McKeon, Ranking Member Smith, dis- 
tinguished members of the committee, thank you for the oppor- 
tunity to discuss defense acquisitions. 

I want to begin with a quotation. “The policies of the Department 
on development and acquisition of weapons and other hardware 
have contributed to serious cost overruns, schedule slippages, and 
performance deficiencies. The difficulties do not appear amenable 
to a few simple cure-alls but require many interrelated changes in 
organization and procedures.” 
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If I told you that this quote was from a report written last year, 
I imagine no one in this room would question that or think twice. 
However, these words were written in 1970, and many analysts be- 
lieve they are as true then as they are today. 

On one level, the defense acquisition system works well. Our 
military has the most advanced weapons in the world, and no other 
military could execute operational contract support on the scale 
necessary for the operations we conducted in Iraq and Afghanistan 
over the last decade. 

But on another level, the system is not working. Consider these 
facts: Since 1997, one-third of major defense acquisition programs 
have a cost growth of at least 15 percent. From 1996 to 2010, the 
Army spent more than $1 billion annually on programs that were 
ultimately canceled. The time it takes to develop new aircraft has 
increased since 1980 and is continuing to increase, and some pro- 
grams have development times of 15 years or more. In short, it 
tekes longer to buy fewer weapons and often with less capability 
than originally promised. 

The acquisition of services, which account for more than half of 
DOD contract obligations, have also experienced many instances of 
wasteful spending, schedule delays, and capability shortfalls. 

The United States must be prepared to respond quickly to a di- 
verse range of security challenges within a context of constrained 
budgets. Analysts have questioned whether the current acquisition 
system is efficient and nimble enough to ensure that we are pre- 
pared to meet the security challenges of an ever-changing world. 

In recent years, there have been significant changes in the na- 
tional security and acquisition landscape. Weapons and information 
technology systems are more complex than ever. The defense indus- 
trial base has consolidated significantly in the last 25 years. DOD 
is a less influential buyer, prompting some companies to diversify 
their business and others to forgo competing for government con- 
tracts. 

Industry is playing an increasingly important role in innovation 
and development, with DOD spending a smaller share of its con- 
tracting dollars on R&D [research and development]. And U.S. 
spending is declining, necessitating cuts to force structure and 
modernization programs. 

However, just as the acquisition landscape has changed, DOD 
has undergone changes that may make significant reform possible. 
Operations in Iraq and Afghanistan have highlighted the impor- 
tance of acquisitions to the operational force. Constrained budgets 
are fostering a culture of better decisionmaking. And data is im- 
proving, allowing decisionmakers to make more informed decisions. 

So where do we go from here? Most reports have arrived at the 
same conclusion: The key to good acquisitions is having a suffi- 
ciently sized and talented workforce and giving them the resources, 
incentives, and authority to do their job. Yet most of the reform ef- 
forts of the past decades have not sought to fundamentally and sys- 
tematically address the issue of workforce. 

The current system often incentivizes people to make poor deci- 
sions. Yet, even with the right decision incentives, without the au- 
thority to make binding decisions, even the most skilled and 
incentivized professionals cannot effectively manage a program. 
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The current management structure is often described as too bu- 
reaucratic. Too many people can say “no” or influence a program. 
As one program manager quipped, even program managers are not 
really sure who is in charge of their programs. 

In addition to improving workforce management, targeted reform 
efforts can save money and improve operations. Examples of pos- 
sible areas ripe for reform include streamlining acquisition rules 
and focusing on contract logistics. 

But even such targeted reforms may have only limited success 
unless good decisions are made early and throughout the acquisi- 
tion process. Former Secretary of Defense Robert Gates lamented 
that, in recent years, “DOD has lost its ability to prioritize, to 
make hard decisions, and to do tough analysis.” Similarly, Under 
Secretary of Defense Frank Kendall said in his guidance on imple- 
menting the Better Buying Power initiatives, “The first responsi- 
bility of the acquisition workforce is to think.” 

As my opening quotation indicates, the problem with our acquisi- 
tion system is longstanding, and multiple reform efforts have made 
little cumulative progress. But improvement is possible, and the 
right changes, such as empowering good people to make good deci- 
sions, can help our military prepare to meet the security challenges 
of the future. 

Thank you again for the opportunity to appear before you. I will 
be pleased to respond to questions. 

[The prepared statement of Mr. Schwartz can be found in the Ap- 
pendix on page 87.] 

The Chairman. Thank you very much. 

Mr. Francis. 

STATEMENT OF PAUL L. FRANCIS, MANAGING DIRECTOR, AC- 
QUISITION AND SOURCING MANAGEMENT, U.S. GOVERN- 
MENT ACCOUNTABILITY OFFICE 

Mr. Francis. Thank you, Mr. Chairman, Mr. Smith, and mem- 
bers of the committee, for inviting me here to participate in the dis- 
cussion of acquisition reform this morning. 

I know this was an issue that Mr. Skelton cared about a lot, and 
he chaired a hearing in 2009 to discuss these very issues. So I con- 
dole with you over the loss of Mr. Skelton and then, earlier in the 
year, our good friend, Doug Roach. I know it has been a very tough 
year for the HASC [House Armed Services Committee] family, so 
my condolences. 

On the question of, should we do acquisition reform, should we 
keep at it, I think Mr. Skelton would say yes, so I say yes. Should 
we do it the same way? Should we revise policy, legislate? Maybe 
not. I think we should answer the question that David Packard 
raised, which is, we know what to do, so why don’t we do it? 

And when you think about the typical outcomes of acquisition 
programs, cost growth and schedule slippage, they don’t really line 
up with policy. That is not what policy asks for. So something else 
is going on, isn’t it? And I think of those, what else is going on, 
as rival incentives, sort of like what Mr. Chao mentioned. 

And I think we have to remember that practices take root be- 
cause they help programs succeed in their environment. So what 
is this acquisition environment? Well, I will mention a couple of 
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features, but one is it is about a lot more than buying the right 
piece of equipment at the right price, isn’t it? Weapons systems em- 
body policy, they embody roles and missions, service reputations, 
budget shares, jobs, careers. So they mean a lot more than just get- 
ting a piece of equipment. 

Another aspect of the acquisition environment is money. If you 
look at a commercial endeavor, a product development is an ex- 
pense. The company doesn’t make any money until that product is 
developed, produced, and sold at a profit. In the Department of De- 
fense, weapons systems are budget line items. They actually attract 
revenue. And I’d submit that the incentives associated with man- 
aging an expense in the private sector are quite different from 
managing programs in the Department of Defense which can be 
considered revenue generators. It is a different psychology. 

So let’s think now about a couple of the golden rules of acquisi- 
tion — “fly before buy” and realistic cost estimating — and put them 
in this environment. This is an environment where there is a lot 
of pressure to compete for funding, and once you have successfully 
competed for funding, you compete every year in the budget proc- 
ess. So there is a lot of pressure to keep focus on the funding 
stream and in the near term. 

So “fly before buy,” early test results, I think we would all agree 
that is a good thing. But do early test results really help you com- 
pete for funding? Test results can be really inconvenient when you 
are competing for funding. 

Realistic cost estimating, there is another golden rule. “Realistic” 
is a euphemism for “higher.” So I would again ask the rhetorical 
question, does a higher cost estimate actually help you when you 
are competing for funding? I would say no. 

So this is not about bad actors. I think the people in the process 
are great people acting rationally, trying to meet needs they con- 
sider to be legitimate. However, collectively, they create competing 
demands that give rise or force compromises in good judgment. 

So where does that leave us? I’d ask you to entertain the notion 
that maybe we have the system we have all asked for. 

After a program has gone through the serpentine path of require- 
ments, cost growth, schedule slippage, testing problems, we reduce 
quantities, if it makes it through, we all are kind of winners. The 
warfighter gets something, the program office has a success, the 
service is happy, the committees have done their job, industry gets 
work, localities get jobs, the press writes about them, the critics 
and the overseers, we get to talk about them. It is a pretty good 
gig- 

So I think we have to think about maybe we have the system we 
have asked for. So it is not a simple process that is broken. I think 
we can fix that. It is a sophisticated enterprise that is an equi- 
librium, and it is a much tougher nut to crack. 

So I laid out some ideas on my written statement on what we 
can do about it. I don’t think they are an improvement on what has 
been said. I find them, myself, to be insufficient. But there are two 
things I would mention. 

One is what you do with money, your money decisions, is really 
important. Because right now our process is set up where you have 
to make budget decisions about 2 years ahead of a program deci- 
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sion. So if a program has a milestone B in 2016, you are starting 
to authorize money for it now, which creates incentives for pro- 
grams to behave a certain way. So if a program comes forward and 
it is breaking all the rules — it is concurrent, it is adopting high 
risk, it has an unrealistic cost estimate — and you fund it, that rein- 
forces that behavior and sends the message that it is okay. 

So think about every year the Department of Defense brings for- 
ward a handful of programs to start. That is your highest point of 
leverage on a program. So I would look at them as a group, as a 
freshman class, even at the full committee level, and see if that 
group of new programs adheres to the principles that you consider 
important to sound acquisition, and then fund accordingly. 

Then I think, eventually, if we do a number of other things, our 
goal should be to put good people in a position to succeed, which 
I don’t think we do today. I think we put program managers and 
staff in very difficult positions and we grind them up. 

So I will leave you with a thought that I think we have to aim 
at these rival incentives. And I’d like to think about a good out- 
come being, can we help programs intrinsically build good practice 
inside them? And can we come up with incentives or create incen- 
tives that are self-sustaining, rather than impose practice on top of 
programs that otherwise would not be planned properly? 

So I will conclude with that and welcome any questions. 

[The prepared statement of Mr. Francis can be found in the Ap- 
pendix on page 112.] 

The Chairman. Thank you very much. 

We often hear that the problem with the DOD acquisition system 
is one of culture and that you can’t reform the system without 
changing the culture. 

In your view, is culture — and this is to all of you — a major part 
of the problem? And can you provide some examples where the cul- 
ture of the DOD, of industry, and Congress is causal in the failures 
of the acquisition processes? 

Mr. Francis. Okay. I will start. 

Yes, I think culture is a very important ingredient as to what is 
going on. Because when you look at the question, why aren’t good 
people getting good outcomes, I think you get the culture. Again, 
I think people know what to do, but they have conflicting demands 
and they are asked to do different things. So, as I explained earlier, 
there are reasons why you don’t have a realistic cost estimate, be- 
cause it may not help you. 

And I think the culture is really seated in the fact that people 
really believe that the program they are working on is the most im- 
portant thing for the Nation’s defense. And so you adopt behaviors 
to help get that program in the end zone. And they may not be 
testing when you should, that may be starting production before 
you should, because you help guarantee the program will get 
through the process. 

I think some of the programs that we have looked at in the past. 
Future Combat Systems, where this committee did pioneering 
work, that was a program where we were rushing 50 technologies, 
trying to create a system and get it into production before we knew 
anything worked yet. I think that is culture at work. 
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This afternoon, I believe that Members are going to get a briefing 
on the UCLASS, the Navy’s unmanned aerial vehicle. We think 
that is a pretty good strategy. The problem is the whole strategy 
and the fielding complete before milestone B. I think that is cul- 
ture. I think that is trying to get the system in before all of the 
oversight occurs. 

So it is real. We are all part of it, but I think we can address 
it. 

Mr. Zakheim. I will pick up from there. 

Obviously, we look at the F-35 and we say, my God, there was 
concurrency, concurrency in testing and concurrence with produc- 
tion, and why does this happen? You can go all the way back to 
the TFX [Tactical Fighter Experiment] and you will see con- 
currency of a different kind — you know, concurrency in research 
and concurrency in production. It is cultural. Of course it is cul- 
tural. 

And, as I think several of my colleagues here on the panel point- 
ed out, the system of rules we have disincentivizes savings, 
incentivizes people just to get, basically get, the thing out their 
door, and then they can move on. 

If somebody was on the job 5 years, they would be much more 
careful about how something was being produced. If you are on a 
job 18 months, you just want to get it out of the way, make sure 
nothing blows up on your watch, and off you go. Well, that is part 
of the culture. The turnover is part of the culture. Nobody imposed 
that on DOD. 

Another thing. I remember, when I worked in the Reagan admin- 
istration, we had trouble with the B-1, and Mr. Weinberger finally 
got fed up and asked for a briefing every 2 weeks. And when you 
think about how Mr. Gates was his own action officer on the MRAP 
[Mine Resistant Ambush Protected], you get the picture that, some- 
how, the frustration levels reach so far to the top that the Sec- 
retary feels he has to be his own action officer. 

Now, why does that happen? I would argue, in part, it happens 
because the management levels very often are not really com- 
petent — and I will emphasize that — competent to manage highly 
complex programs, and so they let things slip in all sorts of ways. 
That is cultural. 

If you have, for instance, a Deputy Secretary who is a true man- 
ager, he is never going to go to the Secretary to begin with; it will 
be pushed downward. And I think the leadership has to start at 
the top. We have been far too lax about the requirements for how 
somebody should be Deputy Secretary of Defense, which, frankly, 
is the chief operating officer of the Pentagon. That is something 
probably the Congress could actually deal with. 

If you have an attitude where the new person comes in with a 
new set of buzzwords and a new set of terms, you create a cynical 
bureaucracy. If you have a bureaucracy that is not technically com- 
petent, it relies on contractors to give them the technical com- 
petence. It also means that whatever the contractor tells them they 
will have to believe, they have no choice. 

In the meanwhile, the contractor, as Pierre Chao pointed out, is 
being forced into the straitjacket of having very low profits and 
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driving up costs because there is no other way to do it except if it 
is fixed-price and, as I said, there is an ECP. 

So you have a system that essentially drives everybody crazy. It 
doesn’t have to be that way. That is cultural. 

Mr. Schwartz. If I may perhaps give two examples, one is, with 
major weapons systems, usually 70 percent of the cost of the entire 
system is after it has been acquired. It is O&S costs, operations 
and support costs. 

And recently I was talking to a program manager of a multibil- 
lion-dollar program, and I asked a similar question. And his com- 
ment to me was, because of the pressure to save acquisition costs, 
there is no motivation to pursue long-term savings. That was an 
example of the incentive driving a culture where he was being told, 
save now at the expense of saving more later. 

Similarly, when I was in — another example is contract obliga- 
tions. When I was in Kabul a couple of years ago, I remember talk- 
ing to someone from USAID [United States Agency for Inter- 
national Development], and he was recounting the story where, re- 
cently, a few weeks earlier, he and his team had been told they 
have $100 million to spend by the end of the year. He said, there 
is no way we can spend that $100 million competently. But that 
$100 million got spent, because that is how they were being meas- 
ured. 

So I would suggest those are two examples of incentives creating 
decisions and a certain culture that may not be the one that you 
would always like to have. 

Mr. Chao. If I could maybe give one or two other examples that 
shows, again, that a lot of these things start from a good origi- 
nating position but as you interface with the system it kind of gets 
turned on its head. 

I don’t know a single good engineer who doesn’t believe that they 
can actually do that task that they are asked to do, right? And part 
of that structural optimism is, yeah, I can invent that thing that 
is invisible and can go, you know, Mach 10; sure, we can do that. 
And so that part of that lying to yourself starts off from, actually, 
a good spot, but there is no one there to apply the outside metric 
and sits there and says, well, can you really? Right? And so that 
is a little bit of that cultural issue. 

The other one is from an oversight perspective. Former Under 
Secretary for AT&L [Acquisition, Technology and Logistics] Ken 
Krieg has noted we spend millions in oversight to chase pennies. 
Right? The sense of that there is no threshold level below which — 
which we sit there and say, all right — and it is a horrible thing to 
say, in some ways, and you would be probably crucified in the press 
for saying it, but — it is okay if there is this amount. 

I mean, Walmart, frankly, looks at its entire system and accepts 
a certain amount of shrinkage, you know, in its system. Here we 
will spend millions and millions of dollars to make sure that there 
is zero shrinkage. That is a cultural issue, right, and one that is 
reflective of the system, and that is part of the cost that is embed- 
ded in that weapons system. 

The Chairman. I mentioned yesterday I was meeting with a 
CEO [chief executive officer], and he said in one of his plants he 
has 200 people there from the government to oversee and make 
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sure he doesn’t have the shrinkage, and then he has to hire 200 
to watch them and respond to them. And I said, you know, if we 
probably eliminated those 400 people, he couldn’t steal that much, 
you know, if he wanted to. But it — good point. 

Mr. Smith. 

Mr. Smith. Thank you, Mr. Chairman. 

I guess — and you sort of touched on this, but if you could just 
sort of narrow down specifically, how would we change the incen- 
tives? You know, if you had, like, one law that we could change — 
you know, we have always heard the classic example, as you men- 
tioned, about USAID. You know, whenever people think about gov- 
ernment, I swear the first thing they think about is, you know, the 
incentive to spend all the money you have, no matter what. And 
this has been going on forever, as near as I can tell. 

How would we change the incentives? What law would you 
change? What regulation? What approach? Just quickly, a couple 
of things that would change the incentives and move them in a 
positive direction. 

Mr. Zakheim. I think the easiest thing to do is to change the way 
you promote people. If you basically promote somebody because 
they saved money, you have just changed the incentives. Now, is 
that a DOD regulation? It is probably something 0PM has to do. 

Mr. Smith. Okay. 

Mr. Zakheim. i^d 0PM constantly hides under the table when 
these things come up. 

Mr. Smith. Why? 

Mr. Zakheim. Why does 0PM hide? I think 0PM hides because 
they are 0PM. I have never seen an agency that was more — basi- 
cally, they are still running the way Chester Alan Arthur set it up 
in 1883 under a different name. 

We are so out of date with the way we manage personnel today, 
it is ridiculous. And there really needs to be a focus on it, not just 
in this respect but in many. But the fact of the matter is, if you 
promote somebody because they saved money, everybody is going 
to want to save money. 

Think about how Goldwater-Nichols worked. You couldn’t become 
an admiral or a general until you went to the Joint Staff. I remem- 
ber in the early 1980s the Joint Staff was a dead-end position. You 
got into the Joint Staff, you knew you were going to have to retire. 
All of a sudden, after Goldwater-Nichols, the only way you can be- 
come flag or general officer is if you join the Joint Staff. You have 
just changed the incentives. And look at the difference our military 
shows today. That is what you have to do. 

And, frankly, if somebody really managed the system long 
enough to lose a ton of money, that should be the end of their ca- 
reer. 

Mr. Smith. Thank you. 

Mr. Chao. I also think the issue of aligning the tenure of the pro- 
gram managers to the phase of the program that they are watch- 
ing. I mean, the old joke is you want to be the first and third pro- 
gram manager, not the second and fourth, right, because first and 
third you are the hero, second and fourth is where all the mistakes 
show up. 
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If you were there to suffer the consequences of your mistakes, 
you would be a little bit more careful about doing that. That will 
run right into the military promotion cycles and other cycles, and 
so, I mean, that is what needs to get reconciled. 

The other one is looking at this issue of budgeting and rewarding 
program managers who actually perform and not taking away their 
money. That is something — that is probably nothing you could leg- 
islate, but that is a bargain that you could have. 

Mr. Smith. Well, if I could ask about that, I mean, because that 
is always the problem. If you don’t spend all the money, then you 
don’t get as much the next year. But that is the way it should be. 
I mean, if you are looking at and you have learned, okay, we can 
do it for $50 million instead of $100 million, you wouldn’t give 
them $100 million the next year because you would be reinforcing 
the problem. 

I mean, so I think you should reward the individuals who make 
the decision, to get back to the promotion thing. You have saved 
that money, you are more likely to get promoted than if you don’t. 
Because if you simply say, if you save money, we are going to ^ve 
you more, that doesn’t quite solve the problem, I wouldn’t think. 

Mr. Zakheim. Well, let me deal with that, since I happened to 
be in the hot seat of Comptroller for a few years. 

We have in the Department a midyear review, and what are we 
looking at? We are looking at programs that are spending too 
quickly, programs that are spending too slowly. We then come to 
you on the Hill and we say, here is a reprogramming, can you 
please approve it? And in most cases you do, because it makes 
sense. 

So if somebody is spending less money, it doesn’t necessarily 
mean that next year they are going to spend less money. 

Mr. Smith. Right. 

Mr. Zakheim. And as long as the Department can reprogram and 
the Congress is willing to support the Department, I happen to 
think we should have much higher reprogramming ceilings. If we 
did that, then I think the Comptroller would have much more flexi- 
bility in moving money around. 

And then if we combined that with the incentives that Pierre has 
talked about, that I have talked about, for the individuals so they 
know. A, they are going to get promoted if they save money but, 
B, they might get more money next year because programs are like 
that anyway, that will change the mentality. 

Mr. Smith. Okay. 

Mr. Chao. And I would put my comments in the context of, we 
are programming but we are budgeting programs to the 50 percent 
mark, and so they are already — you know, I agree with you that 
if it is underspent and legitimately they don’t need the money, why 
give it to them? It is filling in that 50 percent mark to the 100 per- 
cent where they should be. 

Mr. Smith. Okay. Thank you. 

Mr. Schwartz. One is accountability. Who is responsible? And 
there are two senses of accountability, both positive and negative. 
For example, I was speaking to somebody at a private industry re- 
cently, last week, and I said, if somebody in your company saves 
$50 million, do they get any benefit out of it? And the response 
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was, yeah, they could apply for this fund, and they get $10,000, 
$15,000, $20,000 potentially, not all the time, but they can get it. 

Then I asked other people there, well, does DOD have similar 
structures where, if you save $100 million for the Department of 
Defense, you can apply and get some sort of bonus? And the an- 
swer was, well, generally not. Well, that is one example of positive 
incentive. 

Very often — I remember reading, I believe it was a GAO report, 
that said DOD is buying from the GSA [General Services Adminis- 
tration] schedule and they are not even asking, could we get a bet- 
ter price? Well, they might ask can I get a better price, if there was 
a potential for them to get a bonus. The optics might not be great 
on it, but that is one possibility. 

Mr. Smith. Right. 

Mr. Schwartz. The reverse is also — for accountability is the neg- 
ative accountability, which is, if you had a program that completely 
went off the rails, who is responsible? And are they going to be 
held responsible or are they still going to continue the path up? 

Now, there is a problem with that, which is, if you are going to 
hold people accountable, you have to give them the authority. 

Mr. Smith. Exactly. I mean, I think that is where it is painfully 
easy to hide. Because it is like, well, I wasn’t in charge of this, he 
was in charge of that. I mean, I hate to bring this up, but the Web 
site, you know, on health care is a great example of that. He was 
doing it; no, he was doing it; he was doing it. It is like, you know, 
somebody needs to be in charge and be held accountable and/or re- 
warded, depending on the circumstances. 

Mr. Francis. I will add a couple to the good ideas my colleague 
raised. 

One is the end requirements. Again, I think our process still re- 
wards proposals for new programs that come through advertising, 
revolutionary improvements over the existing system. There are 
some weapons that maybe have to do that, but when you think of 
what we as consumers do, when we buy a new car, we have to re- 
place our old car. So we have to get something and we take advan- 
tage of what is available. That doesn’t cut it in the Department. It 
is always something a leap ahead. So if the requirements process 
can accept the fact that sometimes we are just replacing something 
with something a little better and not next-generation. 

And, again, I think if we can have a candid discussion about risk. 
Programs when they come forward, when they take risk, that is 
okay, but let’s have a candid discussion and fund risk. 

Risks are typically denied. No program is high-risk. The low-risk 
programs, they don’t worry about. The medium-risk programs, we 
apply this balm, and it is called risk-mitigation strategies, which 
have everything in them but time and money. 

And I think if we had that candid conversation, it is okay to take 
a risk, but let’s take it together and let’s resource it. 

Mr. Smith. Thank you, gentlemen. 

Mr. Thornberry [presiding]. I am going to withhold my ques- 
tions and give other Members a chance. 

Mr. Lamborn. 

Mr. Lamborn. Okay. Thank you. 
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I have heard anecdotal stories from Colorado companies in my 
district who end up adding 5 to 10 percent to their costs simply due 
to the number of overseers that they have to support on an ongoing 
basis from DCAA [Defense Contract Audit Agency] and DCMA [De- 
fense Contract Management Agency], 

How do we strike the right balance between oversight and effi- 
ciency in contract management? For any one of you. 

Mr. Chao. I think that is where we go to that threshold issue 
in terms of, at what level do we go? And there have been some of 
the studies done in acquisition reform over the last 4 or 5 years 
that have tried to look at that topic. There was one that Norm Au- 
gustine had with BENS, Business Executives for National Security, 
that I would recommend you take a look at. 

One of the things and proposals some people have said is, you 
know, can we turn to outside accounting firms to do the normal au- 
dits and you use DCAA to audit the auditors and make sure they 
are following the right processes and procedures. That would per- 
haps be more efficient. So people have begun to look at that. 

I would submit to you the key item there is, what is the right 
threshold level? I think it is back to that spending millions to chase 
the pennies that is really exacerbating and causing the imposition 
of the people. You don’t want to eliminate them, right? They have 
a legitimate role to play. It is, at what level? 

Mr. Lamborn. Okay. Thank you. 

Mr. Schwartz. So there are a number of perspectives. One that 
has been interesting is, you know, I believe it was Abraham Lin- 
coln that said, if I had 6 hours to chop down a tree, I would spend 
the first 4 hours sharpening my axe. Very often, the oversight 
sometimes comes down to, well, they have had 25 percent growth; 
let’s have the GAO report, let’s have DCAA, let’s have DCMA, let’s 
have the hearings. 

But perhaps another possibility is spending more time getting it 
right up front and focusing on the requirements. Because oversight, 
very often, is after the costs have gone 25 percent, now you have 
the Nunn-McCurdy requirements to go through another milestone 
and notify Congress and have the Secretary of Defense certify that 
this is required. 

So sometimes getting it right up front — programs that start off 
right generally, statistically, do much better on cost schedule and 
performance later on. So that is another possibility. 

Mr. Lamborn. We could explore this more, but I need to move 
on to another question for the sake of time. 

Overseeing service contracts versus the purchase of weapons or 
other tangible goods, are there any differences there in approach 
that you would recommend? Like, in my district, you have every- 
thing from trash removal to operating shooting ranges to managing 
satellites. Any advice there? 

Mr. Zakheim. Well, for a start, I would say that service con- 
tracting — there are different kinds of services, and you just pointed 
that out. You’ve got brain work which counts as service con- 
tracting. You’ve got the guy who comes in and does his old job at 
the Pentagon but now has a different badge. It is called “butts and 
seats” in Erench. That is services. And then there is collecting 
trash; that is services. 
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I think what you need to do is recognize that the real prohlem 
is the second one that I was talking about. You always have to col- 
lect the trash, and you want people to use their brains. But Mr. 
Gates pointed out that the, what they call staff augmentation, the 
guys coming in and doing the government’s work, doing the civil 
servants’ work, that has gotten totally out of hand. And there is 
where I would look. I think we can cut back significantly. 

We are not spending half of our money; we are spending more 
than half of our money on services contracting. And considering the 
number of weapons that continue to drop each year with procure- 
ment, I would like to see more of that money going from service 
contracting to hardware, frankly. 

Mr. Lamborn. Mr. Francis. 

Mr. Francis. Yes. Services are quite different. So the people that 
write requirements are not your standard requirements organiza- 
tions; they are bases, they are local places, people not necessarily 
well-versed in writing requirements. Services occur very quickly. A 
weapons system could take 10 or 15 years; a service is a level of 
effort that is done in months or a year. 

In weapons, dollars are a good proxy for risk. Something big and 
expensive probably involves risk. It is not the same for services. 
Some of your highest risk services, like Dov had mentioned or in- 
terrogators in Iraq, are not high-dollar. And some of the high-dollar 
things, which are buying a high volume of low-risk things, that is 
not necessarily what you need to be looking at. 

So I think the model for services is it has to be really front-end- 
loaded. You have to triage the requirement to see what we are buy- 
ing and why we are buying it. Because with services, once you buy 
it, it becomes a drug. Then we keep that service over time, but we 
don’t go back and look. So I think it is a quite different oversight 
regime. 

Mr. Lamborn. Thank you all. 

Mr. Thornberry. Ms. Tsongas. 

Ms. Tsongas. Thank you, Mr. Chair. 

And thank you all for being here. 

I would like to ask the question of, really, coming from Massa- 
chusetts, where we are home to so many high-tech companies who 
really engage robustly on solving a lot of these problems, how 
should Congress make sure that the Pentagon leverages high-tech 
communities like Massachusetts that are willing to partner with 
them and to share some of the upfront investment in bringing the 
next-generation technology to meet the future challenges? 

And the reason that I ask this is I am proud to represent 
Hanscom Air Force Base. The professionals there are responsible 
for acquiring some of the Nation’s most complex command and con- 
trol systems and for making sure that these systems are ade- 
quately sustained through their lifecycle. 

So today we are facing new, much discussed challenges, for ex- 
ample, in the cyber domain, and it is Hanscom that is responsible 
for Air Force cyber acquisition. Now, the Air Force has acknowl- 
edged that Hanscom has improved cyber acquisition with the cre- 
ation of the Cyber Solutions Cell and the creation of an organiza- 
tion responsible for lifecycle management of those cyber capabili- 
ties. But we also know that the cyber threat changes so quickly 
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that the traditional acquisition process cannot support the evolving 
cyber requirements. 

But we have in Massachusetts a community that is really rising 
to and engaging in the challenge. Some of our best cyber minds 
really want to solve this problem. So, for example, there have been 
initiatives that are in place, including the Advanced Cyber Security 
Center, the Massachusetts Green High-Performance Computing 
Center, and the Kostas Research Institute for Homeland Security. 
And MIT [Massachusetts Institute of Technology] Lincoln Labs is 
planning a $450 million upgrade in facilities to support Hanscom. 

These capabilities reside in Massachusetts. They have already 
provided great value in working to solve some of our technical chal- 
lenges that are currently helping to protect the soldier in Afghani- 
stan. 

So, with the pressure on defense budgets, knowing what we have 
in Massachusetts and other States across this country, how should 
Congress make sure that the Pentagon does not ignore these re- 
sources, that engages them to solve some of these problems without 
sort of reinventing the wheel, looking to what is there? 

Mr. Zakheim. Well, I mentioned Route 128 in my testimony. 

Ms. Tsongas. You did, and I was glad to hear it. 

Mr. Zakheim. Well, a couple things. I have already spoken about 
the need for having technical expertise inside the Department. 
They need to know what to get. And right now we don’t have that 
to any extent, certainly not to the extent we need to have them. 

But a couple of other things. We clearly need to simplify the 
rules. A lot of companies just don’t want to get involved. It is too 
complex. And you have those companies that have done business 
with DOD for years, they know how to do it; those that have not 
just don’t want the trouble. 

So one of the things you all might want to think about, members 
of the committee, is having a hearing where you bring in these 
high-tech company executives and ask them what kind of rule 
changes would they like to see, what would get them to work 
alongside DOD. 

DOD, as you know, part of the culture we have talked about is 
not invented here. If it hasn’t been invented in a DOD lab or by 
some favorite contractor, it can be foreign, it can be domestic, it 
can be whatever, they are not interested. And Congress has tried 
to legislate in the past, you know, side-by-side competitions and all 
that. But there is always a way to fix the requirements to elimi- 
nate anybody you want to eliminate. 

And it seems to me that there is no question that, because of 
Moore’s law, our civilians who may — and military people who may 
not have taken a course in 30 years, by the time they get senior, 
have no idea what is going on in the Research Triangle or Route 
128 or Silicon Valley or whatever. We have to educate them. 

But we have to ask industry, how can the FAR, the Federal Ac- 
quisition Regulations, and the defense regulations that are ap- 
pended to those be changed to simplify the ability of companies 
that really are at the cutting edge to support defense? 

Ms. Tsongas. So do you think the Pentagon has an appreciation 
of what the opportunities are? Or do you think there is some edu- 
cation that needs to be done on that front, as well? 
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Mr. Zakheim. I think, at the senior levels, the people who come 
in from the outside certainly have an appreciation. I think that if 
you have been in the bureaucracy 20 years, what you do is you rely 
on another contractor to help you out. It is called program manage- 
ment support or scientific engineering and technical assistance, 
SETA. What it really means is, I don’t know what this is all about, 
but I will get this contractor to tell me. How can you make edu- 
cated choices that way? 

Ms. Tsongas. Thank you. 

I would love to get your response, Mr. Chao, but we have run out 
of time. 

Mr. Thornberry. Mr. Turner. 

Mr. Turner. Thank you, Mr. Chairman. 

Gentlemen, thank you for your testimony today and giving us 
some insight into not only what the Department of Defense is 
doing, or should be doing, but also what our agenda should be. 

And I would like to focus specifically on the issue of the use of 
lowest price technically acceptable, LPTA, contracting and the im- 
pact that it is having on both the Department of Defense and our 
industrial base. 

Let me first say that I certainly believe that it is important for 
the Department of Defense to continue its efforts to lower costs and 
to seek greater efficiency. However, I am concerned that lowest 
price technically acceptable contracting has become an over-utilized 
practice in the acquisition community. And, more and more, we are 
seeing increasingly complex and technical contracts be awarded as 
a result of lowest price technically acceptable, as opposed to the 
traditional best value approach. 

While lowest price technically acceptable may make sense in 
some cases, I am always hesitant when I learn of its use when con- 
tracting out critical national security capabilities. I would like to 
hear each of your thoughts on the lowest price technically accept- 
able contracting as it pertains to the Department of Defense. 

Is there a sense that in the long run this practice could lead to 
additional long-term costs? Could its overuse lead to a decrease in 
competition and an overall decline in the defense industrial base — 
quality of contractor workforce, ingenuity, and efficiency? Would 
you please provide me your thoughts? 

Thank you. 

Mr. Chao. It is a great question. And I think the answer would 
be yes. I think it is one of these examples of a decent rule for a 
particular application being more overly broadly applied than it 
should be. You even have — ^you have had Ash Carter and Frank 
Kendall say, you know, this is not what I intended, in terms of the 
way it is being rolled out. 

And I would submit to you that we are currently seeing the — you 
are seeing the early signs of the bad-actor effects of companies who 
were awarded contracts that are actually not technically capable 
starting to fail in those program. So I suspect over the next 12 to 
18 months you are going begin to see some of the horror shows, you 
know, of some of that behavior. 

And so it does fall into the category of something that has been 
overused. 
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Mr. Turner. Before we go on to the others, I want to underscore 
what you just said, because I think that was absolutely critical. 
You said companies that are not technically capable. One of the 
concerns is that technically acceptable is so borderline that the 
mistake then degrades to, as you just said, not technically capable. 
And that certainly is a disaster. 

Thank you. 

Mr. Zakheim. I once was speaking to a contracting officer who 
explained to me why they do this. The reason they do this is be- 
cause of the lawyers. There is an industry, a bid protest industry 
out there. And so everybody protests. And the lawyers have basi- 
cally told these contracting officers, look, the best way to get 
around it is go with the lowest price. That way, it is harder to get 
protested. 

Now, what is the solution? The solution is clearly to make it 
much harder to protest the bid. And a lot of people aren’t going to 
like that. But if you raise the bar, that makes it harder for the con- 
tracting officer to say: “Well, you know, I am just going to go with 
the lowest bid.” Because it is going to be different. They won’t al- 
ways get hit with a bid protest. 

Another thing you do — and this is really in the weeds, but you 
have asked an important question — is how you weight the selection 
process. In other words, we’ve got an index, and cost is one of the 
elements of that index. And there are other — there is technical ac- 
ceptability and so on. What you do is you make cost a lower pri- 
ority, so, by definition, it gets much harder for a company to win 
just because they are cheaper. That can be done. You don’t even 
need legislation for it. 

Mr. Schwartz. The issue of lowest price technically acceptable 
also gets us back to workforce. Do we have the right people in place 
to decide when it should be used and when it shouldn’t be used? 

In addition to that, it is not just having the right people in place 
to decide when to use it, but how to craft what are the standards 
for “acceptable.” 

And if the standards for what is acceptable are crafted in a cer- 
tain way and if the people in place are there to make the decision 
of when or shouldn’t it be used, it could be much more effective. 

Mr. Francis. Batting last, I think low price technically accept- 
able is, you know, in principle, a good thing for the government to 
try to be doing in the right circumstance. What the government 
tends to do is, when it develops a new instrument, it tends to over- 
use it or not think about what situations it applies to. And I think, 
Mr. Turner, you hit — the real issue is, how sophisticated is the 
service that you are buying, and is this an appropriate instrument? 

And I think another thing that also kind of gets lost in the shuf- 
fle is we don’t do a good job of evaluating past performance of con- 
tractors. So some contractor may look technically acceptable, but if 
they have a poor track record for performance, you need to evalu- 
ate that, and you might find that is not the best way to go. 

Mr. Turner. Mr. Chairman, for just a moment, if you might, 
could I put an objection on the record to blaming the lawyers, being 
a lawyer? Because I never think that is the answer. 

Mr. Thornberry. The gentleman’s objection is overruled. 

Mr. Peters. 
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Mr. Peters. Thank you, Mr. Chairman. 

You know, I think a lot about innovation in this space. And I 
have been speaking to a lot of companies in San Diego, where I 
live, and also throughout California. I am sure this is true in other 
areas. And a couple things strike me. And it is a little bit anec- 
dotal, but maybe you could think a little bit about the incentives 
of a contracting officer. 

First, many of them are familiar with the company they have al- 
ways been working with. And someone has come along with a bet- 
ter idea. And it may be a small company who has part of the tech- 
nology, and they just can’t seem to break through. And I can un- 
derstand there is a fear in the contracting authority to make that 
change. 

But the other thing that strikes me and concerns me a little bit, 
and maybe you have some thoughts about this, is that generally we 
shouldn’t expect these contracting officers to be nearly up to speed 
on what is going on in innovation in the private sector. They are 
going to be way behind, you know, almost by definition. 

And so how is it that we can incentivize them to take advantage 
of what is being developed, which may be more efficient or more 
effective, and to adopt that as part of acquisitions? 

Mr. Chao. It is a great question. I think — and over the last dec- 
ade, partly because of the war, we have created better and more 
mechanisms to act as interfaces for innovation. We have always 
had DARPA [Defense Advanced Research Projects Agency], for ex- 
ample, but there have been other groups. I think one of the things 
to look at is making sure that, as we come out of the war, that we 
don’t forget or lose the lessons that we have learned the hard way, 
in terms of doing that. 

I would also submit to you that the initial interface, the ability 
to get SBIRs [Small Business Innovation Research] and other types 
of contracts to attract, you know, companies are there. The real 
hard part is the so-called valley of death, that you get that first ini- 
tial contract but it is then getting it into the broader system that 
becomes difficult. And so a focus on that would be one of the places. 

The third thing that I would note is, which makes it hard for in- 
novative companies, we have had a basic bargain, cultural bargain, 
that we have created over the last couple of years: Lose money or 
make very little money on research and development, make it up 
in production. Right? That incentivizes a system to get and it fa- 
vors large companies. 

I would argue, in a downturn environment where preserving re- 
search and development and access to innovation becomes critical, 
making research and development a viable economic proposition is 
something that would turn the whole system on its head and actu- 
ally, I think, help those kinds of companies. 

Mr. Zakheim. I think a lot of it has to do with education. You 
put your finger right on it. Our people just aren’t keeping up with 
the technology. And that is why I have argued that, in order to get 
to a level where you are a senior contracting officer, senior acquisi- 
tion officer of any kind, you need to be able to spend a year doing 
something, either learning in a top technical school with the gov- 
ernment paying for it — it is worth the money, and the money is 
there — maybe spending time in industry, like the SECDEF [Sec- 
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retary of Defense] Fellows do, so you really know what is going on 
on the other side. 

We need to incentivize people to do that. Very often somehody 
goes off for a year and conies back and they don’t have their job 
anymore and they don’t have any place. That is something DOD 
could say, no, when you come back, you are going to have a job that 
takes advantage of the education you just got. There are things 
that can be done so that people can keep pace with the technology. 

You also want to have, probably, integrated teams. You don’t 
want to just negotiate a contract with a lawyer. You probably want 
to have some technical person alongside you, as well. It will be bet- 
ter for industry. 

Mr. Peters. There is another layer on this, though, because the 
problem is that it is not a system that listens to what is happening. 
So what has happened in the private sector is people will come up 
with products we didn’t know we needed. They have a good idea 
for something. And I see this in defense, is that there are good 
ideas on communication. But no one today in companies I have vis- 
ited in my district, my area, no one today, say, in the Navy may 
be thinking that I need such a thing, so it is not getting down as 
a request for acquisition. 

So what we need, we need to go beyond educating these people, 
which I certainly agree is invaluable and necessary, to figuring out 
a way for us to be able to listen to what is happening in technology 
for ideas that we may not have thought we needed but could serve 
us, you know, make our warfighters safer, make our budgets tight- 
er, and help us be more efficient. 

Mr. Chao. You have touched on one topic which I would encour- 
age the committee to really look at. We have created a growing di- 
vide and disconnect between the building and the industry in terms 
of the dialogue that you are able to have back and forth. There is, 
in some cases, you know, such a fear that if I engage in that, I am 
going to get in trouble. 

And it is exactly those mechanisms that we used to have that 
would enable that interchange of information that we are drifting 
away from now, I would argue, in a very dangerous fashion. And 
I think you are seeing that on the ground, live, in the companies 
that you are talking to. 

Mr. Peters. And I just have the sense that our adversaries are 
better listeners in this way and adapting this technology in a way 
that is faster than us, and I don’t want to be in the way of it. 

Thank you, Mr. 

Mr. Francis. I 

Mr. Peters. Oh, sorry. 

Mr. Francis. I just have one point. And I would say that the con- 
tracting officer is not the right person to be adjudicating something 
like this, that the real burden should be on the people with pro- 
grammatic responsibility for doing market research, knowing what 
is out there. They can construct, then, a proposal that the con- 
tracting officer has to make sure it abides by law, but they 
shouldn’t be adjudicating the propriety of what is being done. 

Second point I would make is the government needs to have 
some venture capital, it needs to have different ways to explore 
these things. And they are going to fail, and that has to be okay. 
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Mr. Peters. Right. 

Mr. Francis. In today’s world, you have to hitch your wagon to 
a program. And once you do that, you are into long-estahlished re- 
lationships, mayhe different standards of accountability. So we 
need more flexibility up front. 

Mr. Peters. Thank you. My time has expired. I appreciate it. 

Mr. Thornberry. Mr. Wittman. 

Mr. Wittman. Thank you, Mr. Chairman. 

And, gentlemen, thank you so much for joining us today. 

I want to get your perspective on the recent state of affairs and 
then where we go in the future with the current element of what 
I call “churn,” and that is budget decisionmaking, appropriations 
decisionmaking, budgeting by CRs and the uncertainty that comes 
with that. 

In that recent history and then projecting out into the future, 
how do you see that affecting acquisition reform? How do you see 
us being able to efficiently and prudently get the necessary equip- 
ment to our men and women? How do we make sure that we are 
making the proper decisions in acquiring the things that our mili- 
tary needs? 

I just want to get your perspective on where you think we have 
been and where you think we are going. 

Mr. Zakheim. Well, when I was Comptroller, I gave out money; 
now. Bob Hale takes it away. So I feel for him. 

To some extent, the two overlap, but I think that is not an ex- 
cuse for acquisition reform. And I think that is really the important 
point here. The budget situation is going to change. We know that, 
historically, there have been highs and lows. This is not the first 
budget-constrained environment we have been in. And what has to 
be done is to maximize the efficiency of the acquisition corps, re- 
gardless of the budget level. 

And so I would say, yes, we have difficulties now, but all the 
things that this panel have been talking about are not really budg- 
et-driven. And so I think this committee has a real opportunity to 
make change. Now, once the budget environment eases up, you will 
see even more benefit from these changes, but this should not be 
a limiting factor. 

Mr. Wittman. Gotcha. 

Mr. Chao. I mean, I would take a little bit of a different tack 
from the perspective of the question you asked about all this churn. 
I think, without a doubt, it is costing the Department and the Con- 
gress money. You know, starting, stopping, laying off, rehiring, fur- 
loughing, bringing back; I can’t assign contracts to my supply 
chain; I have to cut them off because I don’t know, in order to fol- 
low rules; program managers afraid of going to jail for violating the 
Anti-Deficiency Act, so therefore not spending money. 

I guarantee you that that is embedding costs that we are going 
to see and we are going to have to pay for in the next 2 or 3 years. 
And anyone — ^you know, that is a ^arantee that that is embedded 
in — as a result of what has been going on. 

Mr. Wittman. Very good. 

Mr. Francis. I think one of the real consequences is, with this 
churn, funding is always being discussed and programs, I think, al- 
ways live in the threat that they are going to lose money. So it 
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keeps them in the cycle, always working on their funding stream, 
which I think creates a very short-term perspective and it dis- 
incentivizes candor. 

You are not going to talk about problems or risks you have if 
every month you have another budget battle to fight. So, as long 
as we are in that environment, I don’t think we are going to get 
candid conversations about what is going on in programs. 

Mr. WiTTMAN. Very good. 

Mr. Schwartz, any comments? 

Mr. Schwartz. It was very well said. 

Mr. WiTTMAN. Okay. Thank you. 

Gentlemen, you all spoke very eloquently about the current cul- 
ture and how you change the culture to actually get true reform 
in acquisition. You talked about flexibility, which I think is critical, 
adaptability within those systems. 

How do we change that culture? You know, organizations are so 
large, and they figure out how to adjust to different administra- 
tions, to different Congresses. How do we have true change in that 
culture and reform? 

Mr. Schwartz. So, if I may on this one 

Mr. WiTTMAN. Yes. 

Mr. Schwartz [continuing]. One possibility is to start with some- 
thing I mentioned before, which is authority. And I want to quote 
Heidi Shyu, the Assistant Secretary of the Army, or the top weap- 
ons buyer, who reportedly said recently, “Having been in govern- 
ment for only 3 years and having spent 33 years in industry before 
that, I am utterly shocked about how little control the poor PM 
[program manager] has,” referring to the program manager. “The 
program manager is a flea on the tail of a dog, let’s put it that 
way.” 

And that is exactly what I have heard from a lot of other people. 
Just in the last 2 weeks, I jotted these down in the last 2 weeks, 
one program manager said, “I have authority for nothing but re- 
sponsibility for everything.” Another one said, “We need more au- 
thority in the field.” 

Giving them the authority to make decisions and, of course, hold- 
ing them to accountability is one way to change the culture. 

Mr. WiTTMAN. Very good. 

Any other thoughts? 

Mr. Zakheim. Well, one other thing. Culture starts at the top. 

Mr. WiTTMAN. Uh-huh. 

Mr. Zakheim. And I think one thing that Congress can do is real- 
ly tighten up the requirements for who should be Deputy Secretary 
of Defense. 

Mr. WiTTMAN. Gotcha. 

Mr. Zakheim. Ultimately, that is where the decisions go. And you 
are the ones that set the requirements. The Deputy Secretary of 
Defense should be the chief operating officer, should ultimately be 
accountable for the kinds of things we are talking about. And there 
are some clear requirements for that, I think. 

Mr. WiTTMAN. Very good. 

Thank you, Mr. Chairman. I yield back. 

Mr. Thornberry. Thank you. 

Mr. Langevin. 
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Mr. Langevin. Thank you, Mr. Chairman. 

I want to thank the panel for your testimony today. It has been 
very helpful. 

And I would like to go back, if we could, on the topic of 
cybersecurity and how as it relates to the acquisition process. I 
know my colleague, Ms. Tsongas, talked about this. I want to talk 
about it maybe from a little different perspective. 

But acquisition of cybersecurity systems and software is com- 
monly cited as a circumstance where the current acquisition sys- 
tem is woefully inadequate, due in large part to the extremely 
short timelines required. 

Are there concrete ways in which we could give the current sys- 
tem the speed and flexibility needed without simply bypassing it? 

Mr. Francis. Well, I will start. 

I think so. One of the things that you keep in mind when you 
are embarking on an acquisition which involves technology chang- 
ing at a very rapid cycle is your initial technology that makes this 
capability possible, I think you structure your acquisition around, 
do we have that? And then make that your minimal capability and 
go with that. And then you can fund at the same time all these dif- 
ferent improvements, using flexibility to allow innovation to occur. 
And then you can bring those in as that product is being developed 
and improve it over time or improve that capability. 

A process where we have to have the whole thing at once doesn’t 
work in this situation because technology changes too fast. On the 
other hand, I don’t think you can go out to try to buy something 
that hasn’t had anything invented yet. So I think, you know, a first 
initial capability with a flexible acquisition strategy to improve 
over time is the way to go. 

Mr. Chao. Well, and given that these are technologies that are, 
again, moving at Moore’s Law speeds, you know, 9 to 12 to 18 
months, a 2-year budget planning and budget execution cycle just 
is fundamentally at odds to it. And so you would have to think 
through a mechanism by which you could have just much more 
flexible dollars. And it probably is a go-around or, again, a different 
track with its own set of rules in order to accommodate that. 

And there will be — and there are other technologies, frankly, that 
match that, those characteristics. Aside from that, the gears will 
grind. 

Mr. Langevin. So let me ask this. On the Better Buying Power, 
BBP, wanted to focus much attention on training and process, but 
absent from the discussion has been a focus on equipping the work- 
force with time-saving, modern, analytical software. 

Have acquisition support systems, such as the contract-writing 
systems, cost-estimating systems, auditing systems, and the like, 
kept pace with acquisition reform and evolution? And how could 
technology enable the acquisition workforce to forecast, estimate, 
compete, award, and monitor requirements better? 

Mr. Zakheim. Well, a couple things. 

I think the first thing is the workforce needs to know how to use 
the technologies. One of the interesting things that I have found 
in government is they will buy technologies and then they don’t 
know how to use them, or they will act as if they know how to use 
them but use them the wrong way. 
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So it comes back, again, to training. A tool is only as good as the 
person who knows how to use it. And it seems to me there are tools 
out there that can be useful. 

And I will give you an example of a major failure that I had 
when I was Comptroller. I tried to centralize the entire auditing 
system. And we had, my God, the CEO of Oracle came to see me, 
for goodness’ sake, to see if he could sell his product. And we 
bought a product, and the staff simply did not really understand 
what it was supposed to do. So the whole thing collapsed of its own 
weight. 

And, of course, you know, we have the same thing, perhaps, now 
with the Affordable Care Act. The problem is the staff needs to 
know how to use what it buys. So there is stuff out there, but you 
need an educated staff to know how to use it. 

Mr. Langevin. Good point. 

Well, let me ask you this. Could there be a better way to auto- 
mate more of the acquisition process, particularly small contract 
changes like unilateral modifications, and, in doing so, free up time 
to work more complex acquisition issues? 

Mr. Francis. I think there are ways to do that. The government 
has, in the past, gone through reforms to simplify acquisitions. 
Things that fall below a certain threshold should be easier to ap- 
prove. I think it is a good time to relook at that. Government tends 
to do these things just periodically after several years. 

Given the changing nature of technologies, I think that there are 
plenty of opportunities to, again, give people authority to make de- 
cisions using guidelines. Let them make the decisions and be held 
accountable. So I think there is quite a bit of potential to allow 
some of these smaller decisions, if you will, to be made much 
quicker. 

Mr. Langevin. Thank you. 

Thank you, gentlemen. I appreciate your testimony today. 

I yield back. 

Mr. Thornberry. Thank you. 

Mr. Scott. 

Mr. Scott. Gentlemen, thank you for being here. 

And I want to talk a little bit about weapons system 
sustainment. But I want to go back, before I do that, and give you 
a couple of examples that I have heard from — one from a program 
manager, one from a contractor that was a building contractor. He 
was a roofing contractor. And he got asked one time by the base 
command why he never bid on the original project. And the answer 
was, because I can’t do it at the price that you are awarding the 
bid at. But he made a very good living repairing what the original 
bid provided for the base. 

And the bottom line is the low-bid process is costing us a tremen- 
dous amount of money because it doesn’t deal with the sustainment 
of it, and nobody in the private sector would use the system we 
have. So, I mean, if you have a specific way for us to change that, 
I mean, in the end it gets to the people that we hire and some dis- 
cretion. 

But one program manager, Mr. Schwartz, put it to me this way. 
He said, you know, he said, “If I am buying a tire and I am told 
to buy P235/70/16, and I can use discretion to buy a good tire, then 
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I can get a good price on it. But if I am told exactly which tire I 
have to huy, then the private sector knows that, and I am going 
to pay a fortune for it.” And the end result of that is a frustration 
and the rubher-stamping of million-dollar change orders. 

So, as we carry that forward into the sustainment of a weapons 
system, which is two-thirds of the lifecycle costs of the weapons 
system, my questions get back to the current acquisition system 
and sustainment and what can be done to make the sustainment 
more efficient and the use of our — I represent Robins Air Force 
Base, which is a depot — and the balance between the public sector 
and the private sector with regard to making sure that the tax- 
payer gets a good deal in the sustainment of the systems. 

Mr. Schwartz. So, as we discussed, operations and support is 
very often 70 percent of the program. DOD, historically, has not 
had very good data upon which to track how reliable those O&S 
costs were going to be. So one starting place is to improve the data 
available so you can make those future tradeoffs. 

A second example is to prioritize the importance of the long-term 
operational support costs as a factor in authority and account- 
ability and keeping the eye on that ball. Because, you know, Nunn- 
McCurdy — and there is a lot to be said that is positive about Nunn- 
McCurdy, you know, the reporting requirements, but it very often 
drives people to try to sacrifice the long-term costs for the current 
short-term costs, particularly in this environment. And if we could 
figure out a way to encourage the long-term view, and we have the 
data to back that up, then we might be able to get at that. 

Mr. Chao. This is also an area where you have a cultural issue 
of the issue of colors of money, right, with the procurement dollars 
being in a different stovepipe than the O&M [operations and main- 
tenance] dollars, which is exacerbating this phenomenon of, well, 
I don’t want to spend extra procurement dollars, the bidding on the 
original roof, in order to save money later on. And looking at that 
issue of color of money and can you perhaps allow some of that to 
slop back and forth, if it results in good decisions, is probably a 
topic to look at. 

Mr. Scott. Can I ask a follow-up to that? So in today’s day and 
time, in the cuts that are being made today, doesn’t that make the 
problem bigger going forward? Aren’t we going to push more of the 
costs of sustainment in the future with what we are doing right 
now? 

Mr. Chao. Yes, for sure. And which is why, you know, never let 
a crisis go to waste. You know, and this would be the time to take 
a look at that, because it is going to drive that — it will drive ex- 
actly that kind of behavior. 

Mr. Zakheim. I think — a couple things you can do. Again, it is 
how you frame the contract, how you actually make the decision 
about a contract. If price is way too high, then, by definition, you 
are going to go with the lowest price. 

To my knowledge, sustainability isn’t the major factor in contract 
decisions anyway, and it can be. I mean, obviously, you cannot pre- 
dict the future, but you can certainly say, has it been tested? There 
are ways to test things like mean time between failure and so on. 
You could have that as a major standard. It could be part of what 
is technically acceptable. 



31 


“Technically acceptable,” as has been said, is a very, very broad 
term. You raise the bar on what is technically acceptable and in- 
clude sustainability in it. 

Mr. Francis. I would just add to that, I think structuring the ac- 
quisition up front is very important. If you are going to focus on 
operations and support and sustainment, I don’t think we do that. 
I think performance still wins the debates. 

And I think over time the government has given up some of its 
ability to make decisions in its own interest. So we get into situa- 
tions where we award a contract to a contractor to develop a prod- 
uct at the same time we give them the contract to sustain the prod- 
uct. So they are making money on both ends of the spectrum. 

And if we haven’t bought the data rights or stood up an organic 
capability, the government leaves itself no option but to go with the 
developer to sustain the product. And that is a disincentive to get- 
ting the product designed for sustainment. 

Mr. Scott. It is an unregulated monopoly, in that case. And that 
is the reason I firmly believe we need to continue with the 50/50 
rule, to make sure there is competition out there. 

Thank you, gentlemen. 

Mr. Thornberry. Ms. Speier. 

Ms. Speier. Mr. Chairman, thank you. 

The Inspector General has found a number of instances where 
contractors grossly overcharge the Department for spare parts. The 
IG [inspector general] pointed out this particular bearing sleeve 
that costs retail $10 and Boeing charged the taxpayers $2,286. This 
is a metal tube assembly. Boeing charged the taxpayers $12,400; 
it retails for $1,167. 

You know, the American people thought that the $800 coffee pots 
and the toilet seats were something of the past, but the truth is 
it is still going on today. 

So my question to you is, how do we hold these contractors ac- 
countable? Anyone who would like to answer that would be 

Mr. Francis. Well, I think 

Ms. Speier [continuing]. Welcomed. 

Mr. Francis [continuing]. The first thing is the structure of the 
contract. And I think, rather than the government focusing on the 
specific profit rate that is being established or the cost — the other 
side of that, Ms. Speier, is you can get that flood of auditors look- 
ing at all these individual things. So if the price is fair, then I 
think the government — that is where the government should be 
structuring itself. 

If they find that the contractor then, after an audit, is not being 
fair, that needs to be factored into their past performance history 
so that the next time the contract is awarded it may not go to 
them. The government has to be a smart buyer and has to be will- 
ing to walk away from somebody who is not giving them a fair 
deal. 

But I don’t know if I would go so far as to break down all of 
these individual parts and then create that audit burden. We have 
to get the big thing right up front. 

Mr. Schwartz. I believe one of the examples that you are ref- 
erencing was a part that, in fact, was in DLA [Defense Logistics 
Agency] inventory for a very cheap price. So another side of it is 
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not just the contractor, but who in that workforce signed off on 
paying $2,000, I think the figure was, for that part without calling 
DLA and saying, “Hey, can you beat $2,000 by $1,900?” So that is 
another element of the aspect you are talking about. 

Mr. Chao. And, frankly, though, there are two elements to this. 
There are going to be the examples where there was overcharging, 
and then there is, frankly, the other element we have to be very 
careful of of sometimes those prices are reflecting exactly the over- 
head burden that we are imposing on the overall system, right, 
which they are required to do so. And so when you ask for that in- 
dividual part and they are required to allocate a portion of that 
overhead burden onto that individual part, it will make that part 
look egregiously expensive, but that is what we have asked of the 
system. 

And so I think we need to distinguish between the two, lest we 
sort of go chasing some things that may not be relevant. 

Mr. Zakheim. And, of course, if you say “the system,” it means 
something you ought to be changing. In other words, if you are 
going to impose rules on the contractors that only allow them to 
make money a certain way, that is how they are going to make 
their money. If you were to, for instance, convert some of these con- 
tracts to a firm, fixed price, and then they have to — and there are 
no engineering change proposals allowed, and they have to, basi- 
cally, if they want to make a profit, come in below that price, you 
are going to see a very different kind of behavior. 

So you have two things here. You have the contracting officer 
who has no idea what DLA is offering because it is all over their 
head anyway and they are just undereducated, and then you have 
the rules that, even if they are educated, squeeze both them and 
industry in a certain peculiar and perverse way to come up with, 
whether it is toilet seats or hammers or anything else. 

Ms. Speier. So, Dr. Zakheim, you mentioned in your opening re- 
marks that the lack of education is a critical component. So you 
would recommend that we have persons who are more highly quali- 
fied, pay them more, so that we are going to get greater value for 
the taxpayers? 

Mr. Zakheim. I don’t know that we even have to pay them more. 
I mean, if we are promoting people from GS-13 to GS-14 anyway, 
they are going to get paid as GS-14s. It will cost some money to 
have them educated for a year, but, you know, frankly, that money 
is there. We find ways to find money that we need. And we are not 
talking about big bucks, and the payoff is huge. 

Mr. Chao. And it is making the time available for them to take 
that training and put that into the rotation cycles. 

Ms. Speier. Thank you. My time has expired. 

Mr. Thornberry. Mr. Nugent. 

Mr. Nugent. Thank you, Mr. Chairman. 

And I want to thank this panel for your insight because, as 
someone that has only been here 3 years, it is mind-boggling in re- 
gards to how we spend money, and sometimes have no idea why 
we spend it or how we spent it. 

I can just give you a simple example, and then to a question. 
When we were trying to buy a computer in our office, it came back 
that was going to be 1,100 bucks. And the same computer we were 
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able to buy with authorization through the purchasing for $500 
from Best Buy. One would say that the Federal Government prob- 
ably should have a better buying power than Best Buy, but obvi- 
ously not. 

But I want to get to, in Iraq, when we had issues, particularly 
when our enemies exploited the vulnerabilities of our Humvees to 
improvised explosive devices, not only in Iraq but also Afghanistan, 
the DOD, you know, launched an expedited program, the MRAPS, 
to get in the field, which was outstanding because I have three 
sons currently serving in the United States Army. Two have them 
have been in Iraq and Afghanistan. 

But would you talk about the lessons learned — and I guess any- 
one can answer this, but Mr. Francis in particular — lessons learned 
from the MRAP acquisition? Some of the positive examples, I 
guess, of cutting through the bureaucratic system to get the 
MRAPs fielded? And maybe if there are some negatives on impor- 
tant steps ignored? 

If you — I know it is three questions, and I can always come back 
to it. 

Mr. Francis. I will try to muddle up my answer so all three will 
get answered. How is that? 

Mr. Nugent. Great. 

Mr. Francis. Yeah, I think there are good lessons learned from 
MRAP. So, on the positive side, once the government decided it 
wanted to go there, it did some really good things. One, it had 
money, top priority, it could put the best people on it. And it de- 
cided it was going to shop off-the-shelf and evaluate existing vehi- 
cles and then make a modification using existing equipment. So the 
government was going to pick the best vehicle and then put the 
equipment on it that it needs and get it out there. And we did it 
really fast, and it was really successful. So I think that was good. 

You ask yourself then, well, how come we are not producing that 
kind of equipment? And that gets to the negative. I think it took 
2 years, at least 2 years, before the government realized that up- 
armoring Humvees and so forth wasn’t getting the protection it 
needed. 

Mr. Nugent. Right. 

Mr. Francis. Those vehicles that they ended up buying had been 
around for years, but that is not where we look first. You know, 
we looked at our tried-and-true ways. And only when we had no 
other option, then we go out and do the right thing. 

So I think the question for the acquisition process is, could it 
have done the right thing right away? And I think the answer is 
yes. But the organizations have relationships. They have favorite 
programs, they have favorite contractors, and it is very hard to get 
them to respond differently. 

I don’t think we need to go to a system that is all rapid acquisi- 
tion that breaks the rules all the time, if you will. But we have to 
look at the current acquisition and say, can’t the requirements 
process and the acquisition process be more responsive to meet 
needs like that? 

Mr. Nugent. Mr. Chao. 

Mr. Chao. I do think it also highlights one other thing that we 
are going to have to be very careful of as we go through a little 
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bit of time, right? The acquisition system is always trading off cost, 
performance, and time, right? That was a great example. And you 
can optimize two and you are going to have sacrifice the third. 
Very clear example in the MRAPs of emphasizing time and per- 
formance, and I paid for it in cost, right? 

As we come out of the war and the time imperative decreases for 
most of the system — SOCOM [Special Operations Command] and 
other parts will still have that time imperative — the system and 
the emphasis will shift, and things that will look normal in the 
new system — or that looked normal in the old system will not look 
normal in the new system. 

Mr. Nugent. And, lastly, I am running out of time, but is it pos- 
sible to use existing technology without trying to always reinvent 
the wheel and then add on to that existing technology in a way 
that would save us money? 

Mr. Zakheim. Well, it certainly is possible, and it has been done. 
But part of the difficulty, if you take the MRAP, it was basically 
based on a South African design, as we know. We tend to be very, 
very narrow and restrictive about where we look, and so we tend 
not to look at what is on the shelf. When we do take something off 
that shelf, we tend to modify it so it is unrecognizable. 

That is something that has to change, and that has to be 
changed by top management and enforced year after year. Sec- 
retary after Secretary, party after party. If there isn’t consistency 
in this, the system will just lapse again. 

Mr. Nugent. Thank you very much. My time has expired. 

Mr. Thornberry. Mr. Larsen. 

Mr. Larsen. Thank you, Mr. Chairman. 

Mr. Schwartz, do you think that the Defense Acquisition Work- 
force Development Fund, first, has made some progress on getting 
the right number of people working in the acquisition field? And, 
as well, has it increased the professionalism of the acquisition 
workforce? Have you done any assessment on that? 

Mr. Schwartz. If I understand, I believe it is approximately 
2,000, or slightly more than that, individuals in the acquisition 
workforce that were brought on board to the Department of De- 
fense as a function of the funding that was created in the DAWDF, 
the Defense Workforce Acquisition Fund. 

In addition to that, even some of the requirements from DAWIA, 
the Defense Acquisition Workforce Improvement Act, from 20 years 
ago, which required, I believe, program managers to have 8 years 
of experience, PEOs, program executive officers, to have 10 years 
of experience, those regulations that have started educating the 
workforce, those people that went through that are just now gen- 
erally getting to that layer of senior management and have been 
brought up through that system. 

So with DAWIA and Defense Workforce Acquisition, they are — 
from my understanding of people in the system, there definitely 
has been an improvement of people who went through that who 
have better training and more experience. 

Part of the problem, though, is that the average age of many peo- 
ple in the acquisition workforce is much higher. The workforce was 
cut substantially in the 1990s, and as we are hiring more people, 
it could take 10, 15 years until those individuals get through that 
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process. So with DAWIA and with the Workforce, it definitely is 
setting a good standard, but it is going to take time to get that 
workforce back up to where it needs to, from that perspective. 

Mr. Larsen. Yeah. 

And a follow-up for that: Can you provide the committee with an 
example of some of the challenges that program managers face try- 
ing to navigate and keep track of the steps in the acquisition pro- 
gram? 

Mr. Schwartz. Absolutely. So the acquisition framework is set 
forth in the 5000 series. Perhaps I can show you. One individual 
recently said, we have legislated and regulated our way into a 
black hole. 

So this is the — these are the directives of the 5000 series. This 
is the basis. Now, on this is the Federal Acquisition Regulation. 
This is the Federal Acquisition Regulation. It is about 1,800 pages. 
But there is guidance that is necessary to understand that. This is 
the Defense Acquisition Guidebook that explains how to use the 
Federal Acquisition Regulation. 

And that is for all of government. Now, defense is slightly dif- 
ferent. 

Mr. Larsen. Thank God that one is in a binder, anyway. 

Mr. Schwartz. This is the Defense Federal Acquisition Regula- 
tion Supplement just for the Defense Department. 

Now, just to make sure you understand how to use that, there 
is the Defense Acquisition Regulation Procedures, Guidance, and 
Information that explains that. 

That is one of the challenges of the program managers today. 

Mr. Larsen. That looks like about 13 inches of challenges or so. 
All right. Good. Could you read those for us? No, I am just kidding. 

Mr. Schwartz. We can make a CRS [Congressional Research 
Service] report with all that. 

Mr. Larsen. Great. Thanks. 

I think another challenge, too, for Mr. Francis to answer, is, look- 
ing at your GAO report, noting in your “Analysis of DOD Major De- 
fense Acquisition Program Portfolios,” page 2, is kind of the de- 
pressing number here, that from 2008 to 2012 the average delay 
in initial operating capability for these programs have gone from 
22 months to 27 months. The change in development costs from 
first full estimate has gone from 42 percent to about 49 percent. 

Where is the — is there a good news in this story? 

Mr. Francis. I think there is some good news. I think in the last 
2 years we have seen some benefits from acquisition reform in 
WSARA [Weapons System Acquisition Reform Act] and Better Buy- 
ing Power. We have seen some difficult decisions made, I think, 
after 2008. That is when Secretary Gates made a lot of decisions 
in 2010 to get rid of some bad programs and have them come out 
of the portfolio. So I think that was good. 

I think some of the things that they are doing today on cost stud- 
ies and making requirements tradeoffs, I think those are doing 
okay. But I am not willing, at this point, to say we have turned 
the corner, all of a sudden the trend is going up. What we tend to 
see is, when you see improvements like that, they are imposed by 
strong individuals. It is the hero model. I don’t think yet that the 
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process has been institutionalized, and we would have to see this 
over time. 

Which is why I think this hearing is very important. Because 
when people like Ash Carter leave and Frank Kendall leave and 
some of the service acquisition executives leave, are we going to see 
this trend continue or is it going to disappear? I think this is main- 
ly operating on the strength of individuals, which is good, we will 
take that success so far, but we need to institutionalize it. 

Mr. Larsen. Thank you. 

And, Mr. Chairman, if we could, as the committee hearing ends 
at some point, if we could get a dolly in to help Mr. Schwartz take 
the regs back, I would appreciate that. I am sure he would appre- 
ciate it. 

Mr. Thornberry. We are definitely going to record the stack for 
posterity. 

Ms. Davis. 

Mrs. Davis. Thank you, Mr. Chairman. 

And, certainly, I reflect on the memory of Ike Skelton, as well, 
and the fact that he was very concerned about this issue, as you 
all mentioned earlier. 

It does feel a little like deja vu. I know that Mr. Andrews and 
Mr. Conaway took part in a very active task force quite a number 
of years ago. I guess that was in 2009. And what I recall from that 
was that issues such as bundling and other ways in which — we 
question whether small businesses could get more in the fight, if 
you will. And we talked about that a little bit earlier, in terms of 
innovation. 

Do you see improvements in this way? I mean, has that made a 
difference? And is there something that Congress should be doing 
with addition to language or what have you? 

I mean, I am looking at the stack, and I am — one question really 
is, how much of that do you relate to what Congress has done? I 
know that is a part of rulemaking, but in terms of the effort that 
Congress has made that has been positive and both negative in 
that regard. You know, are we 3 inches of that or are we — what 
part of it does Congress represent? 

And I am particularly interested in the bundling issue because 
I think that has been a great frustration to small businesses. It is 
very difficult for them to be able to jump in. And we have seen this, 
you know, we have seen this in the ACA [Affordable Care Act], as 
well. 

Mr. Schwartz. It being my stack, apparently I will answer that 
question. 

This is an improvement from the 1970s, when it was 30,000 
pages and streamlined across the government. So, on one level, the 
acquisition system, while not aggregately perhaps improving, has 
kept up with the change. So even as systems and other services are 
more complex, generally, at least the cost overruns haven’t sky- 
rocketed more than they are currently. So that is one way of look- 
ing at it. 

In the last six National Defense Authorization Acts, the Title 
VIII of acquisition had approximately 250 different sections. So 
some people have suggested that perhaps that is more active. Oth- 
ers have said, well, some of these are very well-timed. But a num- 
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ber of these perhaps were right on target 15 years ago but might 
not be appropriate now. Others of these might have had unin- 
tended consequences but just stayed on the books because we 
haven’t, since 20 years ago with the 800 panel that Dr. Zakheim 
referred to, been gone through. And some of them didn’t have — had 
a bad result, unintended. 

Mrs. Davis. Uh-huh. 

Mr. Schwartz. So I think a review, perhaps, of this stack and 
say which of them are outdated, which of them had unintended 
consequences, perhaps could be repealed or amended to say, how 
do we streamline it without undercutting some good oversight and 
some good things that may very well be in there. 

Mrs. Davis. And the mechanism for that? I mean, is that a role 
of the Congress? Is that a role of a task force? Is that a role — how 
do you see that? 

Mr. Schwartz. So I would suggest the way it was done last time 
was collaborative. And, generally, if you look at the past reform ef- 
forts, those that have been successful have been substantial, col- 
laborative efforts across departments and across branches of Con- 
gress. 

You know, Packard, I believe it was, who said that he was 
shocked that when — when he was Deputy Secretary of Defense, he 
was shocked that they would put in at the Department of Defense 
on a senior level these reforms and the services wouldn’t buy into 
them. 

Mrs. Davis. Uh-huh. 

Mr. Schwartz. So, no matter what the senior level does, if the 
services don’t buy in, it won’t be as effective. 

Even if the services do it, if the lower components don’t buy in, 
it won’t be effective. And, arguably, it is the same with Congress 
and DOD. If it is a collaborative effort together, which is how it 
was done in the 800 panel — Congress required, I believe it was De- 
fense Acquisition University to do a study, and that was turned 
over to Congress, with input from numerous experts, and then that 
is how we got the Streamlining Act. 

Mrs. Davis. Uh-huh. But I guess part of what I wonder about — 
because we have talked about the education piece. If you have a 
lot of the same people, even though perhaps they are newer to the 
process, are we going to get the same results? 

Mr. Zakheim. I think that one place we haven’t talked about is 
the White House. I think you will need 0MB, 0PM, and OFPP, the 
Office of Federal Procurement Policy, to play in this. A lot of this 
stuff is generated, or at least is theoretically under the oversight 
of those offices. 

Mrs. Davis. Uh-huh. 

Mr. Zakheim. And, again, a lot has to do with merits and meas- 
urement and reward. The services, if they know that they will not 
be penalized for not listening to a Deputy Secretary, they are not 
going to listen. 

So there is a combination of things. It has to be collaborative. It 
has to be nonpartisan. And within the Department, there has to be 
a sense of 

Mrs. Davis. And do you think that this is something that Con- 
gress actually has to 



38 


Mr. Zakheim. Well, Congress should play in this and ask for it. 

Mrs. Davis. Yeah. Okay. All right. 

Mr. Francis. Ms. Davis, just a couple points. 

A couple of teasers. We are doing work on bundling right now, 
so we will have a report coming out. And we are also looking at 
small-business innovative research for this committee. So we are 
looking at how small businesses are faring in that world. 

And then just a little conundrum that we are facing here. If we 
were to, let’s say, talk a lot about small business. Congress’ role, 
they might write a law about small business that might add this. 
We talked earlier about cybersecurity; there might be something 
added for that. And we talked earlier about the defense acquisition 
workforce; we might want to pass laws and legislation on that. All 
individually good things to do. But then at the end, you say, have 
we looked at the cumulative effect? 

Mrs. Davis. Uh-huh. All right. Thank you. 

Mr. Thornberry. I thank the gentlelady. 

Mr. Kilmer. 

Mr. Kilmer. Thank you, Mr. Chairman. 

I have a few questions. One, it seems appreciated and understood 
that the use of commercial off-the-shelf products tends to be cheap- 
er when initially purchased and maintained as compared to custom 
solutions. Part 10 of the Federal Acquisition Regulation supports 
that notion and encourages the use — encourages agencies to seek 
out those commercially available solutions while conducting market 
research. 

I guess, a few questions. One, are organizations adopting this 
shift? Have we actually realized a significant shift to purchasing 
commercial off-the-shelf? And are there any statistics that you have 
seen that support such a trend? 

Mr. Schwartz. There has been significant change in that since 
the 1990s with, I believe it started with Secretary of Defense Perry, 
when there were mil-specs, military specifications, for virtually ev- 
erything, and he really initiated that efforts move away from that 
and buy commercial. 

What a number of people have suggested is, while that is defi- 
nitely good, perhaps at some point the pendulum went too far, and 
we are trying to force that buying into commercial, which, as a 
number of the other people on the panel talked about, is, well, 
when that was the incentive, everybody had to buy commercial, 
whether it was the right thing or not. Now, perhaps, it is settling 
a little bit more. So that is one thing. And I will take that as a 
task and, over the next week or so, try to get you some statistics 
on that. 

The other issue with that, in addition to a clear increase in doing 
that as well, is there have been a number of instances, unfortu- 
nately, where the initial effort seemed that it was ideal to get off- 
the-shelf, and then when it was adapted to military requirements 
or when some of the regulations started kicking in, it ceased to be 
that. And then somehow a major development effort had to be done 
to incorporate these regulations, and then you lost the whole ben- 
efit of that, and sometimes the costs even went higher than other- 
wise. 
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Mr. Chao. So here is where I would quibble a little bit. I mean, 
the reforms of the 1990s were actually fairly revolutionary in terms 
of switching the whole system from defaulting on mil-spec to now 
defaulting on commercial and proved to me why it should do mil- 
spec. 

Over the last decade, I think that pendulum has kind of started 
to swing back a little bit, and it has been creeping back — mil-spec 
has been creeping back into the system. And I would argue a re- 
view, you know, of that would be important. 

I think I saw a statistic that something around 28, 29 percent 
of the dollars are being spent on a commercial basis, and it has 
kind of plateaued. And you would think, if you think of all the 
technologies that are moving more and more commercial, like IT 
[information technology], you would think that that percentage 
should be growing. 

Mr. Kilmer. Okay. Thank you. 

I also had a question around the small-business preferences that 
exist within our procurement policy. I know there are preferences 
to encourage disabled veteran and female and minority businesses. 
I want to get your sense of how successful those programs have 
been in encouraging qualified individuals to establish businesses 
and to grow their businesses. Have you seen — is there competition 
between the various preferences that might inhibit the achieve- 
ment of each agency’s goals in that regard? 

Mr. Zakheim. Well, my experience as a contractor for more than 
the time that I was in government tells me that, as usual, the sys- 
tem gets played. 

So, for example, big companies will hide behind the small busi- 
ness, which doesn’t really have the capability to do everything that 
the government demands of it. That begs the question, should the 
government be demanding as much as it does from small busi- 
nesses that forces them to turn to the big companies to back them 
up? So that is one issue that I think needs to be perhaps dealt 
with. 

Another is, yes, there is clearly a competition. If you want to 
have a woman-owned business, a disabled-owned business, a vet- 
erans business or so on, they are all competing against each other. 

Does DOD always meet its goals in terms of small business? No. 
The answer is, you know, sometimes it does, sometimes it doesn’t. 
Is there a desire on the part of industry to bring in small business? 
Always, because you know that if you get a small business in, you 
have a better chance of winning the contract. 

But, again, it is kind of backwards. It is the big company that 
is looking for the small company in order to win the business, as 
opposed to the government looking for the small company for the 
reasons that presumably you support. 

Mr. Kilmer. So, from a public policy standpoint, what would you 
do differently? 

Mr. Zakheim. You probably would not make as great demands 
on the small companies, and just give them the opportunity to 
bring in what they bring in without forcing them, in effect, to join 
the big guys because, otherwise, they can’t win a contract. 

Mr. Chao. I mean, as a mechanism for incubating small busi- 
nesses, I would argue it has been successful. The place where it 
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has gotten a little bit perverse is, as companies hit that threshold, 
deciding to stay there rather than crossing over. And, I mean, 
ideally, you would think that that was a policy established to incu- 
bate companies and let them ^ow all the way up. And now we 
have people that are just deciding to, you know, opt out, “I don’t 
want to go across the fence into the maelstrom,” and so they stay 
right at that level. And that is probably something to take a look 
at. 

Mr. Kilmer. Thank you. 

Thank you, Mr. Chairman. 

Mr. Thornberry. Mr. Carson. 

Mr. Carson. Thank you, Mr. Chairman. 

This question is for all the panelists. It has been repeated often 
by Members on both sides of the aisle that sequestration is, I think 
we all agree, is the worst possible way to cut back our defense 
spending. The same goes for domestic spending. And we should 
eliminate both immediately. 

But I think it would be foolish not to learn from our mistakes. 
The DOD is effectively being forced to make decisions that it would 
likely not have considered if it were not for sequestration. 

Are there lessons we can take from sequestration about DOD ac- 
quisition and potential efficiencies that could be pursued? And 
what do we know now about DOD’s ability to make tough choices 
in acquisition that we didn’t know prior to sequestration? 

Mr. Francis. Okay. I will start. 

Mr. Carson, we have taken a look at how the Department has 
handled its investment accounts, and I think for fiscal 2013 for the 
sequester it has taken short-term measures. It has postponed some 
decisions, may have pushed out some quantities, but it hasn’t done 
anything drastic, in terms of canceling programs. It hasn’t broken 
up any big contracts. So it hasn’t done anything that I would say 
was imprudent. That is okay for this year. 

Next year, some of those same tools are not going to be available 
to the Department. So some of the things they have put off, par- 
ticularly in shipbuilding, for example, where you have advance 
funding to buy long-lead items, you can put them off for a year, but 
you can’t take them away. So they can’t put them off again next 
year. 

I think lower budgets, if you know they are coming, can actually 
force some good decisions, some hard choices. They can bring dis- 
cipline to a process. We have seen the opposite, where big budgets 
don’t necessarily make for better decisions. 

I think the structural issue here is the Department has put forth 
a budget that does not yet reflect the sequestered amount. So when 
it goes back in, I am not sure it is going to make decisions to put 
it on a long-term glide path to save money. The decisions are not — 
are going to be, again, short-term in nature and maybe not as well- 
advised if you know you are going to be sitting on lower budgets 
for the long term. 

Mr. Schwartz. I believe it was Winston Churchill who said, 
“Gentlemen, we are out of money. We now need to think.” That 
concept is starting to really pervade the Department of Defense. 

In the past, there was this culture, perhaps we can call it, of, 
well, that program is going to increase in costs but we will get 
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funding for it, and we will ask for more money, and we will ask 
for the cost cap to be raised, and we will ask for more money, and 
it will get funded one way or the other. 

That is not necessarily the culture now that a lot of people, not 
everyone, but a lot of people are feeling in the Department of De- 
fense. It is no longer a given that if there is cost overrun, they are 
going to get funding. And it is no longer a given that if they prom- 
ise more capability, that is going to sell. 

And Secretary Gates started this when he said, we don’t need ex- 
quisite technologies anymore, we need the 80 percent solution. And 
a lot of people have traced that change in culture to comments like 
that. 

Mr. Chao. So, I mean, the most damaging thing about sequestra- 
tion was the elimination — and it was designed to be so horrific that 
it would never be taken up — but of the across-the-board cuts of ev- 
erything having to be applied. And so, how can I cut, you know, 
a fifth of a ship, for example? And yet, you know, hence we were 
down that path. 

And so the Pentagon knows how to plan. In fact, it is very, very 
good at it. And I think that is one of the — if you give it the oppor- 
tunity to do so, if it was told, here is the level to which you need 
to plan to, I would submit to you it can do a very, veiy good job 
of that. You know, the current environment has eliminated that 
ability and has created the turmoil. And I think that is where you 
are picking up all the inefficiencies, because it cannot do that plan- 
ning. 

Mr. Zakheim. You know, even without sequestration, there has 
always been cut drills for years and years and years. And what 
happens is programs that are promising very often get cut because 
they just don’t have the right sponsors in the right places. 

I don’t know whether the Department right now has made the 
kinds of structural, as opposed to near-term, choices. I agree with 
my fellow panelists about where we are headed over the next year, 
but if you are talking about fundamental change in the way you 
do your acquisition, it is not clear to me that that is happening. 
And, at some point, the budgets will go up again. And if you don’t 
have those kinds of changes, you are not going to get the effi- 
ciencies; you will waste money again. 

Mr. Carson. Uh-huh. 

Mr. Zakheim. So the sequester may have focused people’s minds. 
The next question is, have they done the kinds of things that will 
allow for more efficient acquisition regardless of the budgetary en- 
vironment? And I think the jury is out on that. 

Mr. Chao. If I could quickly follow up on that, if the budgets ac- 
tually peaked, including the OCO [Overseas Contingency Oper- 
ations] accounts, in 2009 and we are planning the 2015 budgets, 
we are actually 6 years into the downturn. I know it doesn’t feel 
like that. And if you look at the historic cycles, we usually had 
10-, 12-year cycles. I would submit to you we are almost, quote/ 
unquote, halfway through. 

So as I talk to industry, I tell them, if you are starting to think 
about the downturn now, you are way too late. You should actually 
be thinking about what the next upturn looks like and what do we 
want to do during this downturn to strategically position ourselves. 
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And I think the Pentagon really wants to do that. I think it is a 
great role for Congress, you know, to also play in thinking about 
how to do that. 

I mean, to end on an optimistic note, you know, for as much com- 
plaining, we still end up with the best equipped military in the 
world. Now, we may sit there and say, you know, that is a “we 
suck less” strategy and that doesn’t feel very good. But, you know, 
this is as much of an opportunity, I think, to position for — you 
know, to position ourselves for, frankly, for what the next upturn 
looks like. 

Mr. Carson. Thank you, gentlemen. 

I yield back my time, Mr. Chairman. 

Mr. Thornberry. Thank you. 

And thank you all. We have covered a lot of ground today. Mem- 
bers had a lot of good questions. 

I guess I do want to ask, is there some key element of this that 
we have not touched on that any of you all think that you would 
like to highlight as a last comment? You don’t have to say any- 
thing. I am just giving you the chance in case we missed some- 
thing. 

Mr. Chao. So, one last topic, which was touched upon obliquely. 
It is another politically sensitive one. It is the issue of the revolving 
door. Right? To the extent of, if we have these issues in the work- 
force and you need to get better quality people in, and we have 15 
percent, I think, of the Federal workforce eligible for retirement 
and another 30 percent coming in the next 5 or 6 years and there 
is going to be this brain drain, the ability to pull people mid-career 
into the system and back out again is probably something that 
needs to be really, really looked at. 

And it has become almost a one-way trip, either one way or the 
other. It has become very, very difficult to do that. Again, to sit 
there and say, “I want to increase the revolving door” is not politi- 
cally palatable or popular, but it is a real topic, I would argue, to 
look at. 

Mr. Zakheim. Another one that is clearly a tremendous frustra- 
tion is, how do you bring people in at the political appointee level? 
A lot of people just don’t want to get involved because it is just so 
hard to make it through the confirmation process. 

And I know that takes place in the other Chamber, but it seems 
to me it is a challenge for everybody involved in acquisition. And 
it is something that, as you talk to your colleagues in the other 
Chamber, it really needs to get resolved. It is not a partisan issue. 
It is an issue of, can we get the best people for this country? And 
there are an awful lot of good people out there who just don’t feel 
they can serve. 

Mr. Thornberry. Okay. 

Mr. Francis. Mr. Thornberry, I just would conclude that it is 
kind of easy to say the acquisition workforce should do something 
different, or the executives or the program managers, but I think 
we have to think holistically and look at all of us put pressures on 
the system and create pressures. And I think it responds pretty 
much to those pressures. 

So if we want to get different results, I think we each have to 
look at what are we contributing to the current state of affairs and 
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what can we do to take some of the pressure out of it. And I think 
that is going to he key to getting results in the future, instead of 
just looking at what the other guy can do. 

Mr. Schwartz. And perhaps to sum that up, what the role of 
Congress — and there was a question before. So this committee has 
done a lot of work, as other committees have, on operational con- 
tract support. And everyone I have spoken to in the Department 
of Defense had said that the progress made could not have been 
made without the effort in Congress. 

I would suggest that the past successful reforms. Congress has 
always played a critical role. And there is a critical role for Con- 
gress to play in the future. 

Mr. Thornberry. Well, I appreciate that. You all heard what the 
chairman and Mr. Smith have agreed to do. And, as I think each 
of you have said at one time or another, that requires not only Re- 
publicans and Democrats, House and Senate, it requires various 
levels of the Pentagon and also working with industry. Because 
until you get, kind of, everybody more on the same page, we are 
not going to have the success we need. 

So thank you all very much for your time today. And I hate to 
break it to you, but we are going to be calling on you in the future 
to help guide this effort. 

With that, the hearing stands adjourned. 

[Whereupon, at 12:21 p.m., the committee was adjourned.] 
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Chairman McKeon Opening Statement 
“Twenty-five Years of Acquisition Reform: Where Do We Go From Here?” 

October 29, 2013 

We convene on a sad day. Yesterday, this committee lost a former chairman, a 
hero, a patriot, and a friend. Ike Skelton will be deeply missed — ^not only by those of 
us, members and staff, in this room — but by the men and women in uniform who Ike 
worked so hard — and so humbly — for. It was always difficult to have a conversation 
with Ike in public because our troops were always stopping him to thank him, to have 
their picture taken with him, or to let him know how his service had made theirs 
better. Ike was always humble when he met them. There is no tribute we can offer 
that can ever match the gratitude of those men and women. It is appropriate though 
that we take a moment now to bow our heads and thank God for the gift of having 
known Ike, and for the opportunity to carry on his work. 

That brings us to today’s hearing. As many of you know, this Committee — 
under leadership of many like Ike — has a long track record of tackling incredibly 
complex and challenging issues. The subject of today’s hearing — acquisition reform 
— is one of those issues. For anyone who needs reminding of the magnitude of 
defense acquisition, in 2012, the Defense Department’s contract obligations were 10 
percent of the entire federal budget . 

While this Committee has led successful efforts to improve the way the 
Department acquires items and services, there are still significant challenges facing 
the defense acquisition system. We cannot afford a costly and ineffective acquisition 
system, particularly when faced with devastating impacts of repeated budget cuts and 
sequestration. The Congress, together with the Department of Defense and industry, 
must be willing to do the hard work to find root causes, look past band-aid fixes and 
parochial interests, and have the courage to implement meaningful, lasting reform. 

To this end, I have asked our Vice Chairman, Mr. Thomberry, in consultation with 
our ranking member, to engage in a long-term DOD reform effort that includes a hard 
look at acquisition. 
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We’ve invited an extraordinary panel of witnesses to help us with that task 
today. I’m very thankful for their willingness to be here to examine previous reform 
efforts, explore reasons the Department continues to field programs over budget and 
behind schedule, and look to ways we can lead lasting reform efforts. Joining us are: 

• The Honorable Dov Zakheim, Former Comptroller for the Department of 
Defense; 

• Mr. Pierre Chao, Senior Associate, Center for Strategic and International and 
Studies; 

• Mr. Moshe Schwartz, Specialist in Defense Acquisition Policy, Congressional 
Research Service; and 

• Mr. Paul Francis, Managing Director, U.S. Government Accountability Office. 

Unfortunately, Dr. Ron Fox, from the Harvard Business School, could not be 
here today. He did, however, provide us with written remarks that you all have a 
copy of. I thank him for that and ask unanimous consent that those remarks be 
entered into the record. 

Hearing no objection, it is so ordered. 

With that, I turn to Ranking Member Smith for any remarks he may have. 
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Statement of Ranking Member Adam Smith 
“Twenty-five Years of Acquisition Reform; Where Do We Go From Here?” 

October 29, 2013 


Thank you, Mr. Chairman. 

First of all, I want to share in your remarks about Chairman Skelton. I served on 
this committee with him for 1 4 years. He was an amazing man. I mean, 1 can't 
think of anybody who was more dedicated to the people who served in the military. 
When you would travel with Ike, he always, as we were doing our meetings with 
different groups and everything, he would always say, "Where are the troops? I 
want to talk to the troops." And he always did that, and he always looked after 
them. He had a knowledge of military history and a dedication to the men and 
women who served which is unparalleled. 

But he was also just an excellent mentor for everybody who served on this 
committee, Republican and Democrat alike. And Mr. McKeon and I always talk 
about how this is a — you know, it is a bipartisan committee. Well, it took 
dedication of people like Mr. Skelton to make sure that that was the case. As both 
the chairman and ranking member, he went out of his way to work across the aisle 
to make sure that we always remembered what we were doing here, which was to 
look after the national security interests of our country and those who served and 
protected it. 

He will be sorely missed by many. 1 know many of the staff worked very closely 
with him for years and years, as well. But he lived a very, very good life. And he 
upheld the standards of this body. Congress, and, in particular, upheld the 
standards of the House Armed Services Committee in a way that all of the rest of 
us should absolutely aspire to. 

So I thank the chairman for taking a moment to recognize his service. And it is a 
very sad day. We will all miss Ike, but we thank him for all that he has done for 
his country, for his district, for the men and women in the military, and for this 
committee. 
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It is hard to go from that to talking about acquisition reform, but I appreciate our 
panelists being here today. It is a never-ending challenge. One of the big things 
that was accomplished when Ike was chairman of this committee was we passed a 
comprehensive acquisition reform bill that I think has made, you know, some 
positive steps. 

And there is a whole bunch of different things that could be said about it, but the 
thing that 1 have sort of learned in my time of working on it is that it really comes 
down to people. You know, we can pass all the legislation we want. It really is a 
matter of how the DOD operates — ^the procurement shop, the program managers, 
you know, what is the ethic that is put in place there, how do we get to greater 
efficiency. 

1 think one of the greatest challenges in that is getting the incentives right so that 
the men and women who work in this have the proper incentive to be innovative, 
to find the way to do the thing that is most cost-effective. 1 think far too often the 
incentives that are in place within our personnel system within DOD are to merely 
check the box. As long as you did the process right, regardless of the result, 
nobody can blame you. I think we need to better empower the people in the 
Pentagon to make those smart decisions. 

When you go out in private industry and you see how companies have, you know, 
sort of changed paradigms and all of a sudden become more efficient and more 
effective than their competitors, it is not because a group of people sat in a room 
somewhere and developed a perfect process and then everybody robotically 
followed it. It is because people doing the work saw opportunities and took them 
and figured out how to do things different and better and more efficiently. 

So I know there are a lot of other issues around this, but, for me, empowering the 
people to make those smart decisions is one of the most important approaches that 
we can take. 

I look forward to the testimony of our very distinguished panel, and I thank the 
chairman for holding this hearing. 
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Chaimian McKeon, Ranking Member Smith, distinguished members of the 
Committee, I appreciate the opportunity to appear again before this Committee. The 
title of your hearing outlines the nature of the challenge that the Department of 
Defense faces: Twenty Five Years of Acquisition Reform, and we still must ask, 
"where do we go from here?” For a quarter-century, indeed, for far longer than that, 
talented officials, many of them with illustrious records in industry, have grappled 
with the reality that our defense acquisition system is fundamentally and structurally 
broken. 

Yet despite the best efforts and good intentions of so many well-intentioned, indeed 
devoted, public servants, and some small-scale successes that they might have 
achieved, the acquisition system remains severely challenged. Cost overruns, 
schedule delays, programs that were summarily cancelled, all too often have 
characterized the Department's procurement of weapons and systems. Currently 
programs face delays that last, on average, more than two years. Roughly a third of all 
major system acquisition programs have breached Nunn-McCurdy ceilings, which 
means that at a minimum, they have increased by 30 per cent over their original 
baseline estimates or at least 15 per cent over current baseline estimates. 

Finally^, more money is buying increasingly less product. Cost growth, as opposed to 
inflation, has resulted in severe cutbacks in weapons system programs, of which the 
F-35 is the latest in long list of sorry examples. Despite constant so-called 
improvements in manufacturing processes, many of which have proved themselves in 
the commercial sector— Lean Six Sigma being but one example— costs continue to 
grow and quantities continue to shrink. It is decades since Norm Augustine lamented 


2 



55 


that at the rate costs were rising and quantities declining, DOD ultimately would be 
able to afford no more than a single plane, a single ship and a single tank. Nothing 
that has happened in the intervening years has thus far disproved his trend analysis. 

No less troubling is the management of DOD's acquisition of services. Traditionally 
subjected to far less scrutiny than the acquisition of goods, services now account for 
more than half of all DOD acquisition. Yet poor product, duplication, and, more 
generally, waste, and occasionally fraud and abuse, have plagued the Department's 
acquisition of services for years. Wartime contracting has been a particular cause for 
concern. The Commission on Wartime Contacting in Iraq and Afghanistan asserted 
that between $31 and $60 billion were lost through waste, fraud and abuse between 
2001 and September 30, 2011, The higher range of the estimate was probably closer 
to the truth, while more of the same has been uncovered since then. 

Invariably, the arrival of a new senior official on the DOD scene leads to a new effort 
to "fix" the acquisition system. These fixes usually consist of two thrusts: new 
terminology-colloquial ly called "buzz words" and new processes. The career 
acquisition bureaucracy, hardened by cynicism, will mimic the buzz words until the 
incumbent official departs and a new one arrives, with a lexicon of his or her own. 
And the processes will often involve a shuffling of the bureaucratic cards, with new 
teams of officials replacing fonuer teams, but with little advancement in management 
efficiency, or for that matter, accountability. "Where do w'e go from here?" therefore 
is not merely a question. It is a desperate cry for help. 
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As long ago as 1975, a subcommittee of the Senate Government Affairs Committee, 
as it was then called, held a series of hearings on defense acquisition, including one 
on major systems acquisition reform. At the time, the Navy was reeling from the 
skyrocketing costs of the LHA program. There had been major program cost oveiTuns 
that undermined programs even before then: the Air Force’s Skybolt missile, the 
Anny's Shillelagh missile and the Navy’s version of TFX aircraft, to name but three. 
Numerous Defense Science Board reports, and a host of commissions and task forces, 
notably the 1986 Packard Commission, legislation ranging from Ooldwater-Nichols 
of that same year, through Clinger-Cohen ten years later, through the 2009 Weapons 
System Acquisition Refonn Act have all recommended, and in the latter three cases, 
mandated change. Think tanks have also weighed in with recommendations for 
change, notably recent efforts by the Center for Strategic and International Studies. In 
addition, DOD's own initiatives such as the 1999 Commonality Initiative, which 
incorporated lessons learned from previous attempts at common development ranging 
as far back as the TFX; the emphasis on "spiral development" in the early 2000s; the 
creation of Rapid Acquisition cells in 2009; the Better Buying Power memorandum of 
November 2012 and the numerous revisions to the DOD 5000 series of acquisition 
directives, all have sought to refonn aspects of the acquisition system. 

The creation of Rapid Acquisition Cells illustrates the magnitude of the problem, 
however. These cells and the rapid acquisition effort more generally, represent an 
effort to bypass DOD's own acquisition system, which has been deemed too 
cumbersome to meet the urgent needs of Combatant Commanders, There could be no 
greater indictment of the current system. 
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The cun'ent era of budget constraints renders the need for acquisition reform even 
more urgent than in the past. The Department of Defense must husband every 
available dollar and put it to its most efficient use. It can no longer tolerate massive 
cost overruns, delays, and waste, much less fraud and abuse. 

There is little utility in assessing blame for the cuiTent state of affaire. Instead, both 
the Executive Branch and the Congress must commit to a radical restructuring of the 
acquisition system, in all its manifestations. And, when referring to the Executive 
Branch, it is not only the Defense Department that must implement change. The 
White House, notably the Management side of the Office of M anagement and Budget, 
must press for reform, and the Office of Personnel Management must ensure that its 
policies do not undennine reform, as, it could be argued, is the case today. 

Creating a Corps of Educated Consumers 

It is widely recognized that the Department of Defense no longer boasts the same 
level of technical and financial expertise that it once did. Indeed, the Department no 
longer is at the cutting edge of American science and technology. Silicon Valley, the 
North Carolina Research Triangle, Route 128 in Massachusetts, and a host of other 
locales have outpaced DOD in many areas of advanced technology, notably in various 
aspects of Information Technology well as materials technology that were once the 
Department's preserve. 

Yet there is no Department-wide program to ensure that its civilians remain 
conversant with the most up-to-date technological developments. Too often they must 
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rely on contractors for analytical and scientific support. Similarly, despite the 
availability of on-line courses, as well as the curriculum of the Defense Acquisition 
University, too many program managers appear to be deficient when it comes to 
supervising the progress of programs. Once more it is contractors who must come to 
the rescue, providing support to program management offices and occasionally 
overstepping the line between non-govemmental and inherently governmental 
activities. Finally, too many contracting officers catTy out their tasks in less than 
optimal ways. On the one hand, when deciding competitions, many will opt for lowest 
bidders, overlooking the risk that invariably one gets what one pays for. On the other 
hand, contracting officers all too often are insufficiently rigorous when approving 
options on contracts, and when granting award fees— in the latter case, even when 
contractor performance was clearly sub-par. 

What the Defense Department needs is a rigorously enforced carefully structured 
continuing education and re-certification policy and process for its civilians, one that 
mirrors the professional military education that is mandatory for promotion in the 
military. For example, to reach the rank of field-grade officer, one must attend 
Command and Staff College. To achieve flag rank, it is necessary to complete a year 
at one of the War Colleges or their equivalent. Yet not all senior acquisition officers 
must meet the same level of requirements. Courses at the Defense Acquisition 
University are not all year-long, many involve distance learning. Prerequisites are not 
terribly demanding: relatively few years of experience are required, in addition to a 
bachelor’s degree, regardless of the applicant’s class rank. 
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Moreover, the DAU is geared to the training of acquisition managers. It does not 
afford them the ability to become cun'ent with the latest technological developments. 
Finally, managers can fulfill requirements for certification as acquisition officers by 
taking on-line courses, which are simply not the same thing as face-to face 
instruction, even if one can interact with the instructor on-line. 

It is true that Defense civilians are generally encouraged to earn higher degi’ees. The 
Department affords a small number of civilian acquisition officers to spend a semester 
or even a year at one of the country's major business schools. Unfortunately, 
acquisition managers are reluctant to lose their best personnel for six months or 
longer. Moreover, when these people return to their offices, they often cannot return 
to their previous positions, which of necessity have already been filled by someone 
else. Their managers are often at a loss as to where to place them, and for that reason 
do not always make the most of the education that these officials have just received. 

In effect, those who go off to university discover that they have jobs, not careers; the 
entire process ultimately can be counter-productive. As a result, both they, the 
Department ofDefense, and ultimately, American taxpayers, are seriously short- 
changed. 

This situation is in marked contrast to the military, who have detailers, in essence 
career planners, with whom they work throughout their careers, at least until they 
reach the twenty-year mark. Moreover, these careers tend to be shaped by templates 
that, while adjusted for each individual case, provide guidelines that ensure rigorous 
professional development. Incidentally, it is not only the military whom the 
government treats as pursuing careers, not merely holding down jobs. The Foreign 
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Service, the Coast Guard, the FBI and the Public Health Service likewise view their 
personnel as pursuing careers. 

The same and even greater challenges that render it difficult for defense civilians to 
absent themselves from their offices while pursuing educational opportunities 
confront those who might otherwise be ready and willing to spend a year on an 
exchange program with industry. DOD does have a special program, the Secretary of 
Defense Fellows, which provides individuals with the opportunity to spend a year 
inside major businesses. This program is exceedingly valuable, because it affords the 
Fellows the opportunity not only to interface with senior corporate executives and 
understand their approach to doing business, including business with DOD, but it also 
affords them the chance to familiai'ize themselves with successful management 
techniques and often developmental technologies as well. Unfortunately, there are 
only some twenty SecDef Fellows, and virtually all are uniformed officers; civilians 
do not really benefit from this program. 

I should add that there are also too many anecdotes of government officials who seek 
educational opportunities as a stepping stone to obtaining positions in industry and 
other fields outside government. Clearly the Department is wasting its money on these 
people, while depriving more dedicated officials with the opportunity to advance 
themselves. 

Department of Defense officials face other hurdles as well. It is often difficult to 
require particular levels of education from prospective candidates for technical 
positions because doing so violates 0PM policies. While some offices will indicate in 
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their job vacancy announcements that a given level of post-graduate education is 
"preferable," there is no ensuring that the most qualified candidate will get the 
position in question, particularly if the official making the final selection seeks to fill 
that position with a favored employee, who may not have the same technical skills. 

I am dealing at length with personnel matters because my many yeai's of government 
sendee, as vvell my even lengthier time in industry have convinced me that human 
resources are the key to progress in reforming acquisition as indeed, in virtually all 
other endeavors. The Department needs to increase its focus on the career 
development of its acquisition personnel, beginning with its recognition those in the 
acquisition corps are pursuing careers, and not merely holding down jobs. To the 
extent it does so, it tends to focus on personnel involved in w'eapons system related 
activities. On the other hand, those officials who deal with services contracting, 
which, as noted, represents more than half of all DOD acquisition, tend to have even 
less career support; as the Commission on Wartime Contracting pointed out, 

agencies act though nuanced skills, tradecraft, and professional experience 
are not needed for services contracting. ..They have not. ..emphasized the 
importance of services contracting by providing focused training, education 
and on-the-job opportunities that would prepare contracting officers for the 
complex and large-scale services contracts they will encounter during a 
contingency 

or, for that matter, it might be added, for peacetime contracting as well. 

Doing so will involve the expenditure of precious resources, but 1 am convinced that 
every dollar spent on the training and development of civilian acquisition 
professionals will yield a significant return on investment. Moreover, as a former 
DOD Comptroller, 1 can assure you that the funds, which do not involve large sums, 
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can be found even today, even with the budget levels that are so constraining the work 
of the Department. 

To begin with, 0PM must grant DOD far more flexibility in hiring and developing 
top notch acquisition officials. Senior DOD managers should be permitted to 
authorize educational requirements for those seeking positions in the acquisition 
corps. If OPM is to any extent restricted by legislative authority, then that authority 
should be revised to lift any such restrictions. 

OPM also needs to revise its definitions of career fields. Many of these definitions are 
vestiges of an earlier era. Career fields should include those for program managers in 
acquisition, a variety of financial management positions, as well as of contract 
management positions. Career definitions should recognize, and emphasize, that all 
aspects of acquisition involve careers, not jobs. 

OPM should also mandate that promotions to senior acquisition positions should 
require levels of continuing education equivalent to those demanded of militarj' 
officers: no one should be permitted to advance to a GS- 14 position, the equivalent of 
a field grade officer, without at least six months of technical and/or managerial higher 
education. No one should be able to advance to the Senior Executive Service without 
a year at a major university or business school or in service in a major corporation 
that either supports, or could support, the defense industrial base. It would of course, 
be preferable that at some stage of an official's government career, he or she spent 
some time in industiy prior to achieving an SES position. This would be the 
equivalent of the Goldwater-Nichols requirement that an officer needed Joint ser\dce 
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experience in order to qualify for flag rank. That requirement not only fundamentally 
enhanced the capability of the Joint Staff in particular, it also broadened the horizons 
of those in the military vvho pursued the joint route. That is exactly what is needed for 
the civilian acquisition corps as well. 

In this regard, DOD should create an equivalent to the SecDef Fellows program that is 
fivefold larger than that program, in other words, that accommodates one hundred 
civilian fellows annually. And defense industry, as well as related high-tech 
industries, should be pressed to take in these fellows; it is as important for industry to 
understand the defense civilians as for civilians to understand industry. 

Managers must also encourage their staffs to avail themselves of the many training 
opportunities that the government offers them. Some managers do so, but surely this 
is the responsibility of all managers. Moreover, managers should reward their staffs 
for capitalizing on the training opportunities offered them. The focus should be on 
constant self-improvement and career enhancement. Efficiency and cost savings will 
follow. 

The Department must also expand the opportunities for young post-graduates to enter 
the acquisition corps, even during periods of hiring freezes, such as the one that is in 
force today. Funds should be made available to expand internship programs in the 
acquisition domain, which exist and are effective, but are far too limited. For 
example, though the Navy's civilian turnover rate is about 2500, only 300 of those 
slots are filled-by young people hired as interns. That number should at least be 
doubled. And the same principle applies to the other Services. Recent post-graduates 
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are conversant with state-of-the art technology. They replace civil servants who often 
have not taken a single course in engineering or physics or chemistry during the many 
decades of their government service. Moore's Law has overwhelmed them, and they 
are forced to rely far too heavily on contractors for what is tenned SETA — scientific, 
engineering and technical assistance. 

None of the foregoing should imply that the Department should not cut back on the 
size of its civilian work force, much less its services contractor force. As has been 
widely reported, the civilian workforce has grown significantly since 2001 ; the 
Defense Business Board and other organizations have recommended that the civilian 
w^ork force be reduced by as much as 100,000 personnel. But that reduction should 
avoid targeting key acquisition personnel, including contracting personnel; doing so 
would be penny-wise and pound foolish, and maybe not even penny-wise. 

With respect to contractor personnel, the Department faces the challenge of 
determining just how many services contracting individuals provide support such as 
SETA support. Many if not most services contracts focus on the service desired rather 
than on the number of personnel providing the service in question. Yet many of these 
personnel are former DOD military or civilians who return to their old Jobs and 
merely exchange a DOD badge for a contractor badge. Secretaiy Gates launched an 
effort to cut back on the number of these individuals and the contracts that provide for 
them. He was very much on target and his efforts must be reinforced at every level of 
DOD operations. 
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Though 1 have focused primarily on civilians, civil servants in particular, but also 
contractors, it is important to note some needed enhancements to the capabilities the 
militaiy' component of the acquisition corps. Too often service in that corps is not 
sufficiently a factor in the promotion of military officers. The reverse should be the 
case: those officers seeking to pursue careers in any aspect of acquisition should be 
encouraged to do so, and rewarded for success. 

In addition, as many studies have previously argued, military program managers 
should serve in their positions for a minimum of fi ve years. Some already do so, and 
the director of the Navy's nuclear reactor program, not only serves for ten years but is 
a four star admiral. It should come as no surprise that the reactor program has 
historically been one of the best managed in DOD. Longevity and expertise do make a 
difference. 

What to do about Process 


Bureaucracies invariably focus on process, which often involves meetings rather than 
action, collective rather than individual decisions, and a staggering lack of 
accountability. As noted above, every new senior official brings with him or her 
"solutions" to the acquisition challenge, unusually accompanied by new terminologies 
and new processes, but yielding few substantive results. The Department of Defense 
culture is one that focuses on process rather than substance, on past practice rather 
than on future opportunities, on collective decision-making rather than on individual 
accountability. 
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The 1986 Packard Commission report asserted that “the truly costly problems are 
those of rigid organization and overcomplicated procedure.” Not very much has 
changed in the nearly three decades since those words were written. What often 
changes, in fact, are the names of committees and officials that oversee acquisition. 
The Defense Acquisition Board previously was named the Defense Systems 
Acquisition Review Committee (or DSARC). The committee has long been co- 
chaired by the Department’s leading acquisition official, variously called the Under 
Secretary for Research and Engineering, the Under Secretary for Acquisition, the 
Under Secretary for Acquisition, Technology and Logistics. It is only the 
nomenclature that is different. 

In contrast to the constant tinkering with process, the substantive challenge begins 
with requirements definition. The Joint Staff has for some time waged a valiant effort 
to force clear definition of requirements. Admiral Winnefeld, the current Vice 
Chairman, has emphasized that requirements must not only be defined, but upheld in 
the course of the development and production process. He is absolutely correct, and 
his objective must be enforced at every level of program management. Moreover, 
program managers and their deputies, whether military or civilian, should be held 
accountable for deviations from meeting those requirements. Transfers to other 
positions are not enough. Offenders should be disciplined and their careers clearly 
jeopardized. 

In the same vein, program managers should be held accountable for approving 
engineering change proposals or ECPs, These ECPs are probably the most significant 
cause of cost growth. They cause production delays. They undermine uniformity of 
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production runs. They should only be approved by the highest supervisory levels and 
then only sparingly. 

The requirements process should also be open both to commercial systems as well as 
foreign military systems to a far greater extent than is currently the case. The notion 
of "not invented here" should never have been tolerated. Today, when the commercial 
sector leads DOD in many advanced technologies, and is as concerned about security 
as is the government, there should be an accelerated emphasis on off the shelf 
systems. The Secretary of Defense should mandate that acquisition managers justify 
in writing their decision not to acquire off-the-shelf systems and that these 
justifications be undersigned by an official in his office. 

Just as DOD no longer has the monopoly on cutting-edge technology, so too does it 
no longer lead foreign nations in all aspects of weapons system development. From 
the acquisition of remotely piloted vehicles (as unmanned aerial vehicles were then 
called) in the 1980s, to the accelerated development of the MRAP to counter lEDs 
during the Iraq and Afghan wars, the Department has occasionally recognized that 
other states might have systems that were more effective than those developed in 
America. That is increasingly the case today, and should not be undermined by 
excessive emphasis on specialized requirements that effectively block any foreign 
purchases. Secretaiy Gates was virtually the "action officer" in ensuring the 
production and acquisition of MRAP. That cannot possibly be the case with respect to 
any weapons system, but clearly, the impetus for obviating the "not invented here" 
syndrome must come from the very top of the Department. 
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Concurrent Development 

One of the major factors undermining adherence to both cost and schedule is the 
proclivity of the DOD for concurrent development and/or testing. There have 
been intermittent efforts to curb this practice — "spiral development" — was one 
such attempt to do so, but as the current troubles of the F-35 make clear, 
concurrency (in the case of the F-35, it is concurrent production and testing) 
continues to plague the acquisition system. 

Program managers invariably turn to concurrency in order to speed up delivery 
of a weapons system. Equally invariably, concurrency results in major cost 
overruns, schedule delays, insertion of additional tests, and reductions in 
production runs. The DOD should simply ban concurrency, except under the 
most extraordinary circumstances, when it should be approved by the Deputy 
Secretary of Defense. 

Reforming the Defense Contracts Management Agency 
The Defense Contracts Management Agency is charged with administering the 
Department’s contracts. Yet it is widely acknowledged that defense contract 
management leaves much to be desired. Acquisition officers are disincentivized 
from saving money on programs because the Pentagon culture tends to reward 
those who manage to increase their budgets from year to year, and, even more 
important, penalizes those who do not spend the entirety of the budgets 
allocated to them. As a result, contract managers have developed a "use it or lose 
it" mentality. 
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This attitude can only be reversed through a complete overhaul of the 
measurement and reward system that governs the advancement of contract 
managers. Cost containment should be a major criterion for promotion. 
Currently, it is not a factor at all. Unauthorized ECPs are not penalized in 
performance evaluations; they should be. These reforms must be initiated by 
DCMA, mandated at the Secretary of Defense level and then implemented 
throughout the Department. Contract management ultimately is DCMA’s 
responsibility; its staff should be given credit for contracts that have successfully 
been fulfilled, but held accountable for those that have suffered overruns, delays, 
or any other problems. 

Acquisition Rules Must Be Simplified and the Contracting System Reformed 
Bureaucracy is enamoured with rule-making, and defense acquisition is rife with 
rules. There are literally thousands of pages of acquisition rules: the Defense 
supplement to the Federal Acquisition Regulations [known as the DFAR) only 
adds to the complexity that the government imposes on the system. Rules are 
rarely simplified; they increase in number and complexity with the passage of 
time. 

The system's complexity scares away many firms that could potentially offer 
DOD important products. On the other hand, companies that know how to 
navigate the system can win contracts even though their products might not be 
the most effective for carrying out the Department's mission. 
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Beyond the rules themselves, the contracting officers who apply them need to be 
better trained for their jobs. All too often, contracting officers award contracts to 
the lowest bidder, regardless of the quality of the product or service being 
offered. They do so in order to avoid the headache of bid protests: choosing a 
contractor on the basis of best value tends to be far more difficult to justify 
objectively, and, given the cottage industry that has grown up around the 
practice of bid protests, the attraction of going with the lowest bidder — even if 
the bid is "low balled’’ and likely to be revised, especially if ECPs are issued — is 
hard to resist. In order to curb the current proclivity for awarding low bids, DOD 
not only needs to focus on educating and training contracting officers, but also 
should disincentivize them from awarding contracts with little regard for best 
value. One way to do so would be to penalize officers who award a contract to 
the lowest bidder only to have the price revised upward within twelve months of 
contract award. 

Lastly, experience demonstrates that weapons are most efficiently procured in 
multi-year tranches — and the Congress should be more supportive of DOD 
requests for funding multi-year programs. On the other hand, multi-year services 
contracts, or contracts with multiple option years and/or award fees, tend to 
result in payment for poor performance. Congress should legislate that unless 
certified by the Secretary of Defense, no services contract should have more than 
two option years; moreover, justification for award fees should be in written 
form, to avoid the automatic award of these fees regardless of performance. 

In Conclusion 
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There is much that can be done to reform the acquisition system. The solutions 
to the problems that plague that system are not new. What is needed is 
consistent leadership on the part of DOD officials, and consistent support from 
the Congress, with legislation as required. 

The acquisition morass is not a partisan issue. Democrats and Republicans have 
both tried to improve the system; and both Democrats and Republicans have 
failed to do so in any material fashion. The system can, in fact, only be reformed 
if the Secretary of Defense not only makes it a priority objective both personally 
and for the Department, but if his successors also retain that priority and make it 
their own. Similarly, the Congress must approach the acquisition challenge on a 
bipartisan basis; both within its own deliberations, and in support of the 
Secretary of Defense regardless of the Secretary's party affiliation. Only in that 
manner will reform really take place, both to the betterment of our military 
capability and to the Nation’s security in the years to come. 
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Twenty-five Years of Acquisition Reform: 
Where Do We Go From Here? 


Statement of Pierre A. Chao 
Before the 

Committee on Armed Services, House of Representatives 
October 29, 2013 


Chairman McKeon, Ranking Member Smith, distinguished members of the Committee, thank 
you for the honor and priviiege of appearing before you today to discuss the very important 
topic of improving the defense acquisition enterprise. 

i am before the Committee today as an individuai, not representing any particuiar institution. 
However, i have been a student of and lived with the defense acquisition system for over 25 
years. As a policy analyst and a participant in the acquisition reform efforts of the last two 
decades, I have been affiliated with the Center for Strategic and International Studies as both 
the Director of the Defense Industrial Initiatives Group from 2002-2007 and currently as a 
Senior Associate (Non-Resident). I am also a guest lecturer at the Defense Acquisition 
University and the Industrial College of the Armed Forces, and have participated in dozens of 
acquisition reform studies and commissions. As a business person, I spent over a decade on 
Wall Street as an equity analyst and investment banker during a period that spanned the last 
downturn in defense spending, have run my own strategy consultancy firm and most recently a 
firm that invests in/supports small businesses in the aerospace/defense/government services 
sector. I therefore approach the problem from both an academic and very pragmatic business 
viewpoint. 

The topic of acquisition reform is an excellent one for the Committee to be addressing, 
particularly as we head into a period of slowing defense spending. As defense budget dollars 
become more precious, there will still be a need for additional capabilities and the 
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development of new technologies. Therefore, having an efficient acquisition system will be 
strategically critical to the Department of Defense over the next decade. Bringing a considered 
and thoughtful approach to the problem will be important; and difficult given that this is a topic 
fraught with hyperbole, mythology, and the confusion of symptoms for root causes. 

I would like to raise five key observations as you consider the last 25 years of acquisition reform 
and look forward to what should be done. 

1) First, there has been a very useful evolution in the nature of the acquisition reform 
debate over the last seven years. It is eye-opening and instructive to read the 
Congressional record of the acquisition reform commissions that followed the 
Revolutionary War, Civil War and other conflicts. The acts of outright fraud and 
corruption are abundant and one can see why the focus of reform for most of our 
history has been broadly focused on the issue of fraud, waste and abuse. In the 1980s, 
1990s and 2000s, the debate then evolved to looking at bringing efficiencies to the 
processes and functioning of the acquisition system. 

During the last decade the discussion has shifted from trying to reform just the 
acquisition/procurement process. There has been the recognition that the acquisition 
process is part of a broader system that includes the requirements, budgeting and 
acquisition processes, referred to as the "big A" acquisition system (the Defense 
Acquisition Performance Assessment project of 2005 and CSIS's Beyond Goldwater- 
Nichols project are two studies that discussed this issue). This has led to a focus on 
improving the requirements process, as well as the interaction between the 
components of the "big A” acquisition system. GAO analysis and Defense Acquisition 
University studies indicate that 85% of the lifecycle cost of a weapon system is 
determined by the time the requirements are set. A perfectly performing acquisition 
system that efficiently delivers unneeded items or poorly conceived items or inherently 
expensively designed items, will still produce bad outcomes and be viewed as a failure. 
Continued focus on the requirements system, the professionalism involved, discipline 
used and how it interfaces with the acquisition system should be a very fruitful area for 
future reform efforts. 

2) Second, the Department of Defense's acquisition system is a large and complex 
enterprise, whose governing laws, regulations, rules and procedures have evolved and 
slowly accreted since the founding of the Republic. I believe an analysis of the system 
would reveal that most of these laws and regulations were based on real 
problems/issues that required a solution or response, but that over time the problems 
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evolved, solutions to other problems create conflicts with older rules and there has 
been a tendency to add rules but not take them away. This is why periodic reviews of 
the system aimed at reviewing the laws and regulations, such as the Section 800 Panel 
of 1993 or the rewrites of the DoD Instruction 5000 are so useful. As an aside, putting a 
sunset clause on all new laws or rules to force a periodic reexamination would be an 
interesting best practice to consider. It would be my observation that many of the 
problems of the acquisition system are the result of unintended consequences of a very 
byzantine and, at times, outright contradictory set of laws and regulations, rather than 
problems of outright malice or malfeasance - despite what some breathless headlines 
would have you believe. 

3) Third, one size does not fit all when it comes to the acquisition process. The 
Department of Defense buys an extremely wide range of technologies, products and 
services; it touches virtually every segment of the economy. The appropriate processes 
for the purchasing of commodities will differ from those required to acquire emerging 
innovative technologies such as cyber capabilities, let alone the procurement of more 
mature and asset intensive systems such as heavy space launch vehicles, heavy armored 
vehicles or naval vessels. There has also been recognition that the purchasing of 
services by the Department of Defense has become significant and has different 
characteristics than the development of weapon systems/procurement of hardware. 

Similarly, the rapid acquisition systems required for war time environments or rapidly 
changing technologies may not be appropriate for the development of very long cycle, 
complex weapon systems. In fact, acquisition reform efforts aimed at the traditional, 
long cycle acquisition processes, if improperly applied to the rapid acquisition systems 
could fundamentally break them. And vice versa. One of the characteristics of the 
modern era is that the Pentagon is faced with operating in both modes, the rapid 
wartime system and the long cycle development system, simultaneously. It begs the 
question as to whether well defined, different "tracks" in the acquisition system are 
required - each with their own rules and processes. The creation of DARPA, with its 
own set of acquisition rules and culture, was the recognition in a prior era that a 
different "track" was required to develop cutting edge technologies for example. 

Overly broad laws and regulations that are applied across the entire span of activity of 
defense acquisition are likely to cause as many problems as they solve. Defense 
acquisition is varied, nuanced and, I would submit, rarely amenable to simple rules; it is 
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an endeavor that requires judgment and that judgment cannot be legislated or imposed 
by regulation. 

4) Fourth, cost overruns, missed deadlines and failed programs are symptoms, not root 
causes. Unless the root causes are addressed, no amount additional oversight, extra 
regulation, rearranging of organization boxes, creation of new offices or changes to 
processes will help. In fact they will likely (and have), make things worse. I believe this 
is why after decades of acquisition reform, the statistics show the same persistent cost 
overrun percentages and lengthening development timelines. 

There are four root cause factors to consider: 

a) The U.S. military has relied on having technological and industrial superiority as part 
of its core strategic advantage on the battlefield for almost a century. The 
acquisition system is asked to push the limits of technology and do very difficult 
things - go faster than the speed of sound, make an invisible airplane, build a missile 
that can precisely hit a target half way around the world. Pushing the limits of 
technology is expensive, is fraught with risk and setbacks, and can rarely be 
predicted with precision. Some of the cost overruns and delays are simply inherent 
to what we ask the acquisition system to undertake. As long as technological 
superiority is a key goal it will be impossible to reduce the overruns to zero. It does 
not mean we should tolerate poor performance and not try to improve the 
efficiency of the system; it simply says eliminating all cost overruns is incompatible 
with our strategic goals and potentially counterproductive. 

b) There are fundamental and structural disconnects in the time frames used by the 
different actors in the acquisition system. Decade long projects are funded annually, 
are being executed by project managers who change every few years, with oversight 
applied by members of Congress who have to think in two and six year cycles, and 
built by companies who need to meet quarterly financial performance metrics. 
Because the time frames of the actors are driven by other considerations, these 
disconnects are likely structural. This structural churn creates friction (and cost) to 
the system. That being said, reducing the gaps is a worthwhile goal for future 
reform efforts - ideas suggested by prior acquisition reform studies include 
extending the tenure of program managers to better match the milestones of long 
projects. I would also suggest looking at matching the funding cycles for programs 
to match the type of technology/service being acquired. So, long cycle projects get 
multi-year appropriations/budgets, while others have annual appropriations. This 
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simple, but culturally difficult issue, could result in billions of dollars of savings by 
providing greater visibility and stability to programs. 

c) The economic/profit incentives culturally embedded in the system creates adverse 
results. Culturally we have evolved to a point where the system would rather pay $1 
billion and 5% profit for a defense good, than $500 million and 20% profit. Even 
though in that example the taxpayer would save over $400 million, the focus would 
be on why 20% of profit was paid. I exaggerate for effect, however, there are deep 
roots to this cultural issue - notions of profiteering that go back the First World War, 
and differences in perceptions of risk and value add. As long as this phenomenon of 
favoring "cost plus" persists, there will a disincentive to reduce costs and use the 
normal economic/profit motivator used by the commercial world to drive for 
efficiency in order to maximize profit. 

d) Finally, there is a structural incentive for the entire system to be optimistic. Put 
more bluntly, the system is incentivized to lie to itself. A contractor is incentivized to 
be optimistic about the costs of a new weapon system because it wants to win the 
competition; the Pentagon is incentivized to believe the low (potentially unrealistic) 
bid because it wants to launch the program; and the Congress is incentivized to 
believe the proposed (and potentially unrealistic) program budget because it wants 
to see a program launches and jobs created. Compounded over multiple programs 
and the system ends up with the "ten pounds of programs in an eight pound bag" 
problem. I would submit that a portion of the cost overruns is simply the revelation 
of the self-lie that was embedded in the program at launch. 

Furthermore, there are rarely consequences for being wrong. In fact, mis-budgeted 
programs/accounts or overrun programs are often given more money to solve the 
problem, while the poor program manager who actually delivers under budget and 
early has money taken away from them. There has been some thought given to this 
issue in recent acquisition reform efforts - budgeting to the 80% probability line (vs 
50%) for example. I also believe creating incentives for good performance are ideas 
to consider - if your program performs the budgets are preserved/untouched for 
example, or better share lines/profit for industry for coming under budget or early. 

Although these are difficult issues to address and many are structural, I would submit 

looking at these core topics and seeing where the unintended consequences could be 

offset or narrowed would be fruitful areas for potential study. 
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5) Fifth and finally, in many of the acquisition reform studies (until recently) the topic of 
incentives rarely comes up. I believe this is another reason why the problems persist 
despite the decades of acquisition reform attempts - the development new processes, 
organizations and regulations. Unless the proper incentives are put into place in order 
to cause behavior to change, we should not expect different results. It is a simple 
premise but one that is often overlooked, people respond to the incentives put before 
them. If there was one area for significant more thought and effort by a future 
acquisition reform effort, I would submit the topic of incentives in the system is key. 


Mr. Chairman, Mr. Smith, members of the Committee, thank you for the opportunity to share 
some thoughts. I look forward to your questions and the dialogue. 
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C haimian McKeon, Ranking Member Smith, distinguished members of the Committee, 
thank you for the opportunity to appear before you today on behalf of the Congressional 
Research Service to discuss efforts to improve defense acquisitions. 

The Department of Defense (DOD) has always relied on contractors to equip and support our 
military. Contractors design, develop, and build advanced weapon systems, construct military 
bases around the world, and provide needed services such as intelligence analysis, logistics, and 
base support. 

Operations over the last thirty years have highlighted the critical role that contractors play in 
supporting U.S. troops — both in terms of the type of work being performed and iiumber of 
contractors. Over the last decade in Iraq and Afghanistan, and before that, in the Balkans, 
contractors accounted for 50% or more of total U.S. forces in theatre. 

As the debates over the Mine Resistant Ambush Protection vehicle (MRAP) and other systems 
have highlighted, getting the right systems into the hands of our troops in the field quickly and 
efficiently can save lives and impact operations. Conversely, the ineffective execution of defense 
acquisitions can prevent troops from getting the resources they need, when they need it, and can 
lead to the wasteful spending of billions of dollars — dollars that could have been used to fund 
other military requirements. 

For decades. Congress and the executive branch have expressed frustration with the level of 
waste, mismanagement, and corruption in defense acquisitions, and have spent significant 
resources seeking to refomi and improve the process. Despite these efforts, many acquisition 
programs still experience cost oven'uns, schedule delays, and performance shortfalls. 

As reflected by events in the Middle East, the United States must prepare for a diverse range of 
hard-to-predict security challenges, and do so within the context of constrained budgets. Many 
analysts believe that to meet these challenges, the United States can no longer afford a defense 
acquisition system that they see as costly, overly-complex, and slow to respond to an ever- 
changing world. 

DOD Contract Obligations 

In FY20I2, the U.S. government obligated $515 billion for contracts for the acquisition of goods, 
services, and research and development. The $5 1 5 billion obligated on contracts was equal to 
approximately 14% of the entire FY2012 U.S. budget of S3. 5 trillion (Figure 1).^ DOD obligated 
$360 billion on federal contracts, which was more than ail other government agencies combined. 


' Department of Defense, Quadrennial Defeme Revie^e Report, Februar>' 2010. p. 03. U.S. See also Government 
Accountability Office. Slahilting And Rebuilding Iraq: Actions Needed to Address inadequate Accountability over 
U.S. Efforts and Investments. GAO-08-5681', March 1 ] , 2008, p. 4, 6; Urgent Reform Required: Army Expeditionary 
Contracting. Op. Cit... p. 2-3. 

“ Calculations arc based on total contract obligations data as recorded in the Federal Procurement Data System- Next 

Generation. January. 2013. Sec aiso: the Budget of the United States Government for Fiscal Year 20 i 2 (see 
http://vvvv\v.treasury.gov7press-center/prcss-reIeases/’Pages/tgl734,aspx). 
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DOD’s contract obligations were equal to 10% of the entire U.S. budget. In FY2012, contract 
obligations represented 52% of total DOD obligations/ 


Figure I. Contract Obligations by Agency 

FY20i2 



Source: Federal Procurement Data System-Next Generation, January, 2013. Figure by CRS Graphics. 


From FY1999 to FY2012, adjusted for inflation (FY2012 dollars), DOD contract obligations 
increased from $170 billion to $360 billion (see Figure 2). Over the first part of this period — 
FY1999-FY2008 — DOD contract obligations increased 150%, from $170 billion to $420 billion. 
This trend reversed itself in FY2008; from FY2008-FY20I2, DOD confract obligations decreased 
by 14%, dropping from $420 billion in FY2008 to $360 billion hi FY2012. 


■’ For purposes of this statement, tola! obligations are defined as total direct obligations. See Department of Defense, 
Budget for Fiscal Year 2005~FY2(}}2. Financial Summary Tables. Deflators for converting into constant dollars derived 
from Office of the Under Secretary of Defense (Comptroller), Department of Defense, National Defense Budget 
Estimates for FY2()12, ‘"Department of Defense Deflaloi'S -- TOA "Total Non-Pay,"’ Table 5-5. p. 58. March 2011. 
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Figure 2. DOD Contract Obligations (FY20I2 dollars) 

FYI999-FY20i2 (in billions) 
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Source; CRS analysis of data from the Federal Procurement Data System — Next Generation, January. 2013. 


The Quest for Acquisition Reform 

Congress and the executive branch have long been frustrated with waste, mismanagement, and 
fraud in defense acquisitions, and they have spent significant resources seeking to reform and 
improve the process. In the early 1 980s, a number of major weapons systems programs were 
experiencing dramatic cost overruns, overruns that increased the defense budget by billions of 
dol lars but resulted in the same number, or in some cases fewer, weapons. These programs 
included the Patriot missile system (37% cost growth over original estimates), the Heilfire missile 
(48% growth), the Blackhavvk helicopter (24% growth), and the F-l 8 (21% growth). According to 
the December 1980 Selected Acquisition Report, there was a $47 billion cost increase for 47 
major weapon systems in just the last three months of 1980. 

Public and congressional concent over cost growth led to several reform efforts. In 1 982, 
Congress passed the Nunn-McCurdy Act, which created a reporting requirement for programs 
experiencing cost overruns.'' In 1 985, President Reagan established the President's Blue Ribbon 
Commission on Defense Management, which issued a final report (known as the Packard 
Commission Report) that contained far-reaching recommendations “intended to assist the 
Executive and Legislative Branches as well as industry in implementing a broad range of needed 
reforms,” Many of DOD’s current initiatives to improve acquisitions can be traced back to the 
ideas and recommendations in the Packard Report. 

Efforts to address cost overruns, schedule slips, and performance shortfalls have continued 
unabated, with more than 150 major studies on acquisition reform since World War 11. Every 
administration and virtually every Secretary of Defense has embarked on an acquisition refonti 


The Act was included in the Depaitment of Defense Authorization Act, 1 983 i’ P.I.. 97-861 
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effort.^ Congress has also been active in pursuing reform efforts, by legislating changes through 
the annual National Defense Authorization Acts as well as through stand-alone legislation, such 
as the Federal Acquisition Streamlining Act of 1994,’’ Clinger-Cohen Act of 1996,’ and Weapon 
System Acquisition Reform Act of 2009,* 

The various studies and reform efforts have dramatically altered the process by which DOD 
procures goods and services. Major changes include 

• creating the Federal Acquisition Regulation to develop unifonn acquisition 
regulations across DOD and the federal government, 

• establishing the Defense Acquisition University to improve the performance of 
the acquisition workforce, 

• instituting a streamlined management chain (Program Manager-Program 
Executive Office-Service Acquisition Executive-Under Secretary of Defense) to 
foster accountability and authority, 

• implementing a milestone decision process to improve oversight, 

• using multi-year procurement to promote cost efficiency (with Congressional 
approval), 

• requiring independent cost estimates to improve budgeting forecasting,’’ 

• establishing a joint requirements board to improve requirements development 
and eliminate duplicative programs, and 

• moving away from military standards and specification to promote the use of 
commercial technologies. 


' Robert P. Hale, Promoting Effidemy in the Department of Defense: Keep 7'rying, Be Realistic. Center for Strategic 
and Budgetary Assessments, January 2002, p. 7. 

^ P.L. l03-,t55. 

’P.L. 104-106. 

*P.L. in -23. 

The Cost Analysis and improvement Group was e.stabii.shed in 1 972 to develop independent cost estimates. Today, 
independent cost estimates are generated by the Office of the Director of Co.st Assessment and Program Evaluation. 
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Cost, Schedule, and Performance Problems Still Persist^® 

There is much debate over how effective the numerous acquisition reform efforts have been and it 
is not clear whether the reform efforts of recent decades have generally accomplished their aims. 
According to many analysts, since the 1970s and 1 980s, acquisition programs continue to 
experience significant cost increases.'^ As one RAND report stated, “despite the many acquisition 
reforms and other DoD management initiatives over the years, the development cost gi'owth of 
military systems has not been reduced.'’’^ Consider the following: 

• Since 1 993, development contracts have had a median of 32% cost growth (not 
adjusted for inflation).’^ 

• Since 1997, 31% of all Major Defense Acquisition Programs have had cost 
growth of at least 15%.’^ 

• During the period 1990-2010, the Army terminated 22 Major Defense 
Acquisition Programs; every year between 1996 and 2010, the Army spent more 
than $1 billion on programs that were ultimately cancelled.'' 

• Aircraft development times have increased significantly since 1980."^ 


Cost, schedule, and pertbrmance ai'e the benchmai'ks most commonly used to ev^iluatc the acquisition system. It is 
important to note, however, that as parado.xicai as it may seem, avoiding or minimizing procurement cost growth is not 
always synonymous with minimizing procurement cost, and that a sustained, singular focus on avoiding or minimizing 
procurement cost growth might sometimes lead to higher procurement costs for the government (See Statement of 
Ronald O'Rourke, Congressional Research Service. Before the House Armed Services Committee, Subcommittee on 
Seapower and Projection Forces, On (he Navy \s FY2014 30-Year Shipbuilding Plan, October 23, 201 3). In addition to 
cost growth discussed In this report, DOD acquisition has experienced increasing total costs for weapon systems, driven 
in pan by additions to weapon systems of technologies that provide marginal increases in capabilities relative to their 
cost. 1'he process of gaining marginal operational benefit for substantial cost is often referred to as gold-plating 
requirements. Former Secretary of Defense Robert Gates argued that DOD needed to “shift away from the 99-percent 
e.xquisite service-centric platforms that are so costly and so comple.x that they take forever to build, and only then in 
very limited quantities. With the pace of technological and geopolitical change and the range of possible contingencies, 
we must look more to the 80-percent solution, the multi-service solution that can be produced on time, on budget and in 
significant numbers. As Staiin once said. 'Quantity has a quality all of its ow-n.’" 

* ' See David S. Christensen. Ph.D., Capt. David A. Scarle, USAF. and Dr. Cai.sse Vickery. "The Impact of the Packard 
Commission's Recommendations on Reducing Cost Overruns on Defense Acquisition Contracts," Acquisition Review 
Quarterly, Summer i999, p. 25!.: Obaid Yousossi, Mark V. Arena, and Robert S. Leonard, et a!.. Is Weapon System 
Cost Growth Increasing?, RAND. Santa Monica. CA. 2007; Deloitte Consulting LLP, Can We Afford Our Own 
Future? WlwAt^D Programs are Late and Over-budget — and What Can Be Done to Fix the Problem, 2008; U.S. 
Congress. Senate Committee on Homeland Security and Govemmenial Affairs. Subcommittee on Federal Financial 
Management, Government information. Federal Services, and Internationa! Security, Comments of Michael J. Sullivan, 
Government Accountability Office. Tools to Prevent Defense Department Cost Overruns, I I2th Cong,, I st sess.. .March 
29.201 1. 

’■ See Obaid Yousossi, Mark V. Arena, and Robert S. Leonard, et al.. Is Weapon System Cost Growth Increasing?, 
RAND, Santa Monica, C.A, 2007, p. xx. 

Office of the Under Secretary of Defense Acquisition, Technology and Logistics, Performance of the Defense 
Acquisition System, 20 i 3 Annual Report, June 28. 20 1 3. p. 28. 

Based on the percentage of programs experiencing a Nunn-McCurdy breach. Office ofthe Under Secretary of 
Defense Acquisition, Technology and Logistics. Performance ofthe Defense Acquisition System, 2013 Annual Report, 
June 28. 2013. p. 20. 

U.S. Away . Army Strong: Equipped, Trained and Ready, Final Report of the 20 10 Army Acquisition Review, 

Januarv’ 11, 20! 1, p. ix. 

Office of the Under Secretary of Defense Acquisition, Technology and Logistics, Peiformance ofthe Defense 
Acquisition System, 20 1 3 Annual Report, June 28, 20 13. 
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• Procurement costs for the aircraft carrier CVN-78 have grown more than 20% 
since the submission of the FY2008 budget, and 4% since the submission of the 
FY201 3 budget, prompting the Navy to program more than $ 1 .3 billion in 
additional proc urement funding for the ship in FY20 1 4 and FY20 15.'' 

• Part of the acquisition plan for the F-35 was referred to as “acquisition 
malpractice” by then acting Pentagon acquisition chief Frank Kendall.'* 

• A number of analysts have argued that the successive waves of acquisition 
refonn have yielded limited results, due in part because of poor workforce 
management. A recent DOD report stated, “There is little doubt that acquisition 
reforms produce limited, positive effects because tliey have not changed the basic 
incentives or pressures that drive the behavior of the participants in the 
acquisition process.”'"* 


Increased Complexity of the Acquisition Process 

Until World War 11, the regulations and rules governing government contracting in general, and 
defense contracting in specific, were minimal. After WWIl, the growth in defense acquisition 
regulations was so rapid and uncoordinated that an Office of Federal Procurement Policy study 
conducted in the late 1970s found that DOD had 79 different offices issuing procurement 
regulations, and that these offices had developed a procurement process that consisted of some 
30,000 pages of regulations. 

Concerned that the defense acquisitions process was an overly complex and unwieldy system. 
Congress enacted the Federal Acquisition Streamlining Act of 1994 (P.L. 103-155) to overhaul 
the process. Despite this act and various other congressional and executive branch efforts, 
contracting with the federal government remains a highly regulated process governed by a myriad 
of statutes and regulations.**’ These regulations govern such issues as 

• how DOD solicits, negotiates, and awards a contract; 

• what costs DOD will reimburse and how contractors account for those costs; 

• the information systems used by contractors; 

• and how contractors must comply with rules regarding such socio-economic 
goals as affirmative action, combatting trafficking in persons, and maintaining a. 
drug-free workplace.*' 

A number of analysts have argued that rather than improving the system, acquisition reform 
efforts have made the process less efficient and effective.** A recent report on Army acquisitions 


CRS Report RS20643, Auyr Fortf {CVN-7Sf Cfwis Aircraft Carrier Program: Background and Issues for Congress, 
by Ronald O'Rourke, p. 9. 

”* CRS Report RL30563, F-35 Joint Strike Fighter fJSF) Program, by .Icremiah Gerller, p, 7. 

J. Ronald Fox, Defense Acquisition Reform 1960-2009: An Elusive Coal (Center of Military' fiistory, 201 !). p. 190. 
*** http://\\'\v\v.cdc.gov/od/pgo/funding/contracts/contractniain.shtm 

*' Carl L. Vacketta, Federal Government Contract Overview, http://library.tindlaw.eom/1999/Jan/l/24l470.html. 

U.S. Institute for Peace, Die ODR in Perspective: Meeting America's National Security Needs in the 21st Century. 
Final Report of tlie Quadrennial Defense Review Independent Panel, July 28, 2010, p. 83; Department of Defense, 
Defeme Acquisition Performance Assessment Report, January' 2006, p. 6; Business E.xecutives for National Security, 
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argued “in an attempt to not repeat past failures, additional staff, processes, steps, and tasks have 
been imposed. While well intended, collectively these modifications are counterproductive.”^’ 
One observer noted, “If someone were asked to devise a contracting system for the federal 
government, it is inconceivable that one reasonable person or a committee of reasonable people 
could come up with our current system.”’* 

Acquisition reform is not the only factor leading to the complexity of the acquisition .system. 
Other factors include the increased complexity of military systems and inclusion of public policy 
goals into the acquisition process. Examples of regulations that reflect public policy goals include 
the requirement to purchase certain goods from domestic suppliers (such as the Berry 
Amendment and Buy American Act),’'' preferences for buying goods and services in Afghanistan 
to support campaign objectives in theatre, requirements to take steps to combat trafficking in 
persons,’*'set asides to promote small businesses and other entities perceived as disadvantaged, 
and the International Traffic in Arms Regulations. 

In some instances, the goals of obtaining the best value for the government and promoting public 
policy goals are in conflict with one another. For example, some analysts debate the value of the 
various regulations requiring certain defense items to be manufactured domestically. Some 
analysts argue that these requirements are necessary to ensure domestic sources of supply during 
war time. Other analysts argue that domestic sourcing regulations unnecessarily increase the cost 
to government, that the regulations could be implemented in a more cost-efficient manner, and 
that some items are on the list for protectionist reasons, not to preserve military capabilities. 


From the Wright Brothers to the Modem Tanker 

In December 1907, the War Bepartment issued a two-page procurement notice for what some ; 
observershave called one of the most important government contracts in UiS. history: a;contraot 
to build.a flying machine that is heavier than air. By the Febniary 1908; deadline, the War 
Department received^! .proposals.: 

The contract, awarded to Orville: and Wilbur Wright, is noteworthy for its brevity (less than 10 
pages), focusing on engineering requirements and contractor compliance, in contrast, according 
to a Boeing official, the original signed contract for the KG^6 tanker that was awarded to Boeing 
on February 24, 201 I consisted of 1,233: pages: when originally signed-r70 pages ofthe basic 
contract, with references to 27 attachments consisting of an additional 1,163 pages. 


(...continued) 

Getting to Best: Reforming the Defense Acquisition Enterprise, A Business Imperative for Change from the task Force 
on Defense Acquisition Law and Oversight, July, 2009, p. iii. 

U.S. Army. Army Strong: Equipped Trained and Ready, Final Report of the 2010 Anny Acquisition Review, 
January 1 1,20! 1, p. iv 

J. Ronald Fox, Defense Acquisition Reforw 1960-2009: An Elusive Goal (Center of Military History, 2011). 

“ See DFARS, Part 225.7002; FAR Part 25. See also CRS Report RL3I236, The Berry Amendment: Requiring 
Defense Procurement to Come from Domestic Sources, by Valerie Bailey Grasso. 

FAR Subpart 22.17, Combating Trafficking in Persons. 
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The complexity of the regulations can make it difficult for some companies to enter the 
government contracting arena. Many analysts believe that the rules and regulations governing 
defense acquisitions need to be further streamlined and simplified in a manner that reduces the 
burden on private industry and controls the increase in costs while preserving sufficient oversight. 


Constantly Changing Acquisition Rules 

Some analysts believe that the successive reform efforts have discouraged some companies from 
seeking government contracts out of concern that the rules could be changed in the middle of the 
game. Implementing successive changes to the acquisition system can also add to the cost of 
doing business with DOD, and make it more difficult for DOD and Congress to determine 
whether individual changes are having a positive or negative effect on the acquisition process. 

Changes to the rules governing defense acquisitions generally are a result of legislation or 
executive branch rules and regulations. 

Legislative Changes 

In recent years, the primary mechanism by which Congress has exercised its legislative powers to 
reform defense acquisitions has been the annual National Defense Authorization Act (NDAA). 
Sections of these acts have prescribed requirements applicable to both specific acquisition 
programs and the acquisition structure overall, the latter of which has typically been addressed in 
Title VllI, which is usually called “Acquisition Policy, Acquisition Management, and Related 
Matters.” Over the la.st six years, the Title in the NDAA dealing with acquisitions included more 
than 275 sections.’* 

Other titles within the NDAA can also include legislation that affects companies seeking to 
contract with DOD.*'’ At times. Congress has chosen to enact legislation affecting defense 
acquisitions in a stand-alone bill. For example, in May 2009, Congress passed and the President 
signed into law the Weapon Systems Acquisition Reform Act of 2009 (S. 454/P.L. 1 11-23), which 
contained a number of sections that impacted defense acquisitions, ranging from issues related to 
competition to conflicts of interest. 

Regulatory Changes 

DOD procurement activities are generally governed by three sets of federal government 
regulations: 


Ibid. See also Grant Thornton. 16th Annual Government Contractor Industry Survey Highlights Book, industry 
Surv'cy Mighlighls 2010, p. 7. 

Based on CRS review of the National Defense Authorization Acts for FY2008-2012.Not ail sections in the Title 
impact private indusliy-'; rather, the volume of sections portray the challenges in keeping abreast of legislative changes 
that could significantly impact industry. 

For example, the FY20I0 NDAA, Title 111 {Ofjeraiion ami Maintenance) included a section effecting defense 
acquisitions. See P.L. 1 1 1-84, sec. 325. 
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• the first set of regulations, which applies to the entire federal government 
(including DOD unless stated otherwise), are found in the Federal Acquisition 
Regulation (FAR), 

• the second set of regulations applies only to DOD and is found in the Defense 
Federal Acquisition Regulation Supplement, and 

• the third set of regulations applies only to individual DOD components and is 
found in component-unique FAR Supplements.’** 

Procurement actions in DOD must adhere to the various regulations, and program managers must 
take the regulations into account during the planning and execution of their programs. The rules 
and regulations governing defense acquisitions can change at a rapid pace. For example, the DOD 
Directive 5000 series was established in 1971 to regulate the acquisition of major weapon 
systems. Over the next 40 years, the process for acquiring weapon .systems set forth in the 5000 
series was revised more than a dozen times -a change approximately once every three years. In 
some cases, the changes have been dramatic. The 5000 series documents have been issued and 
reissued, with different versions varying in length, ranging from as few' as eight to as many as 840 
pages. These regulatoiy changes also modified the number of milestones and other decision 
points required for approval from two, to three, to as many as seven. The documentation required 
for milestone reviews has ranged from one document in 1971 to dozens of documents in 2008.” 


Successful Acquisition Reform Efforts 

Given the results of past acquisition reforms, some analysts have argued that acquisition refonn is 
a fruitless effort; that the fundamental problems with DOD acquisitions lie not in policy but in 
execution and expectations. In an article entitled Let's Skip Acquisition Reform This Time, MIT 
professor Harvey Sapolsky writes 

The limited number of available reforms have all been recycled. You can centralize or 
decentralize. You can create a specialist acquisition corps or you can outsource their tasks. 

You can fly before you buy or buy before you fly. Another blue-ribbon study, more 
legislation, and a new slogan will not make it happen.^" 

Other analysts point out that some past reform efforts have had modest success, generating 
savings in certain areas and keeping pace with a changing world. These analysts argue that 
defense acquisitions can and must be improved, that learning from past reform efibrts — 
understanding what worked, what didn’t work, and why — is critical to successful acquisition 


The Army, Air Force, Navy and Marine Corps, Defense Logistics Agency, and U.S. Special Operations Command 
each have unique supplements. 

Based on discussions with analysts and government otTicials, CRS review of regulations and documentation, and 
review of academic working papere that have not yet been published. See J. Ronald Fox , Defense Acquisition Reform: 
An Elusive Goal - 1960 to 2010 . Harv'ard Business School, Working Paper ! 1-120 , p. Appendix B, referenced with 
permission of the author. 

Harvey Sapt)!sky, ‘'Let’s Skip Acquisition Reform This Time,*’ DcfenseNcws, February 9. 2009, p. 29. 

Robert F. Hale, Promoting Efficiency in the Department of Defense: Keep 'frying. Be Realistic. Center for Strategic 
and Budgetary Assessments, January 2002. p. 11; Business E.xecutives for National Security, Getting to Best: 
Reforming the Defense Acquisition Enterprise, A Business Imperative for Change iiom the Task Force on Defense 
Acquisition Law and Ovei'sight, July, 2009, p. iii. 
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reform?‘'A number of analysts have argued that Congress is critical to significantly improving 
DOD acquisitions.’^ 

Some acquisition reforms have been judged successful. For example, most analysts view the 
original consolidation of disparate acquisition rules into a single, uniform Federal Acquisition 
Regulation as an improvement to the system. More recently. Congress has embarked on select 
acquisition reform efforts that analysts believe have contributed to improving defense 
acquisitions, including the Weapon Systems R^orm Act of 2009 and legislation and oversight 
connected with Operational Contract Support. 


Weapon Systems Acquisition Reform Act of 2009 

In developing the Weapon Systems Acquisition Reform Act of 2009, Congress considered reports 
by government and other analysts that focused on the early stages of weapon system 
development, prior Congressional hearings and investigations, and extensive consultations with 
DOD, industry, and outside experts. The Act did not seek to rectify all of the problems related to 
the acquisition process. Rather, it focused primarily on improving the early stages of weapon 
system development. Key provisions in the act included 

• The appointment of a Director of Cost Assessment and Program Evaluation 
(CAPE), 

• The appointment of a Director of Developmental Test and Evaluation, 

• The appointment of a Director of Systems Engineering, 

• A requirement that the Director of Defense Research and Engineering 
periodically assess technological maturity of MDAPs and annually report finding 
to Congress, 

• A requirement that combatant commanders have more influence in the 
requirements generation process. 

Given how recently the Weapon System Acquisition Reform Act was enacted, the full effect of 
the Act may not be felt until the next generation of weapon systems are in production. However, a 
number of analysts believe that the Act is having a positive effect.’*’ Senior officials within the 
offices of the CAPE, Developmental Test and Evaluation, and Systems Engineering, believe that 
their offices are being better resourced and empowered to positively impact weapon system 
acquisitions.” These offices have been given access to senior leaders within the department, 
opportunities to provide input at key points in the acquisition system, and resources to cany out 
their responsibilities. For example, the CAPE has contributed to a better understanding of 
potential costs tor a number of major programs, such as the F-35 Joint Strike Fighter program.’* 


See: Robert F. Hale, Pramorirg Efficiency in the Department of Defense: Keep Ttying. Be Realistic. Center for 
Strategic and Budgetaiy .ysse.ssmcnts. January' 2002. 7. 

See: Business Executives for National Security. Getting to Best: Reforming the Defense Acquisition Enterprise, A 
Business Imperative for Change from the Task Force on Defense Acquisition Law and Oversight, July, 2009, p. 3. 

U.S. Government Accountability Oftlce, Defense Acquisition Reform: Reform Act is Helping DOD Acquisition 
Programs Reduce Risk, hui Implementation Challenges Remain, GAO- 13- 103, December 14, 2012. 

Based on meetings these .senior officials had with CRS in early 2011. 

Based on discus-slons with senior ofRcials from the Joint Staff, J-8 (Force Structure, Resources, and Assessment 
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Operational Contract Support 

In recent years, DOD has significantly improved its use of operational contract support. Many 
analysts and senior DOD officials have stated that without the efforts of Congress, DOD would 
not have been as successful at improving operational contract support.'’’^ Congressional efforts 
have included establishing the Special Inspector General for Iraq, the Special Inspector General 
for Afghanistan, and the Commission on Wartime Contracting in Iraq and Afghanistan, Congress 
has also held numerous hearings, published committee reports, and maintained focus on the issue. 

These efforts combined to elevate the importance of the use of contractors and resulted in the 
development of a body of work that informed DOD and Congress. Examples of Congressional 
action often cited as having contributed to improving operational contract support include: 

• legislation that led to establishment of the office of the Deputy Assistant 
Secretary of Defense (Program Support), 

• legislation establishing general/flag officer billets for acquisition, 

• legislation establishing the Defense Acquisition Workforce Development Fund, 
and 

• oversight hearings that raised awareness of contractor abuses and led to the 
creation of Task Force 2010.’° 

The Changing Landscape of Defense Acquisitions 

Much of the foundation of the defense acquisition system was developed during the early years of 
the Cold War. Over recent years, the defense acquisition landscape has changed significantly and 
a number of analysts believe that the acquisition system has not been sufficiently responsive to an 
ever changing world.” A 2009 study by the Defense Science Board argued that current DOD 
acquisition practices are inadequate in a changing industrial world.’’ Significant changes often 
cited by analysts include the following: 

• The defense industrial base has consolidated significantly over the last 25 years. 
According to a study by the Defense Science Board, over the last 25 years, the 
number of major defense contractors decreased from fifty to six.” Such 
consolidation can hurt competition and innovation. 


(...continued) 

Directorate) and Joint Opci-ations Support (Acquisition, Technology & Logistics), December 201 1 . 

CRS Repoil R43074, Departmenl of Defense Use of Contractors to Support MUitaiy Operations: Background. 
Analysis, and Issues for Congress, by Moshe Schwartz. 

For a detailed discussion of reform in operational contract support, see CRS Report R43074, Department of 
Defense 's Use of Contractors to Support Military Operations: Background, Analysis, and Issues for Congress, by 
Moshe Schwartz. 

Department of Defense. Defense Acquisition Performance Assessment Report, January' 2006, p. 7. 

Office of the Under Secretary ofDefense for Acquisition. 'I'echnoiogy, and Logistics. Buying Commercial.- Gaining 
the Cost/Schedule Benefits for Defense Systems. Defense Science Board Task Force on integrating Commercial 
Systems into the DOD, Effectively and Efficiently. February 2009, p. xvii. 

Office of the Under Secretary of Defense For Acquisition, Technology, and Logistics, Creating an Effective National 
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• DOD is becoming a less influential buyer. Fewer and fewer U.S. industries are 
dominated by defense spending.'^’’ For example, in 1 965 DOD accounted for over 
75% of all U.S. semiconductor purchases. In 1 990, government-wide purchases 
represented less than 10% of the market; by 2012, government represented less 
than 2% of semi-conductor purchases.^^ 

• As DOD becomes a less important customer, an increasing number of companies 
are diversifying their revenue streams. In 2012, the top 100 defense companies 
received 28% of their revenue from defense contracts, down from 38% of 
revenue in 2007. ’^ Other companies are choosing not to compete for defense 
contracts because of the extensive and ever-changing regulations, increased costs, 
auditing requirements, and the instability of funding associated with defense 
contracting, including sequestration, continuing resolutions, and lapses in 
appropriations. 

• Weapon and information technology systems are more complex and 
sophisticated. Some analysts believe that the acquisition system is not nimble 
enough for acquisition programs that rely heavily on rapidly changing 
technologies. These technologies are posing new challenges to acquisitions. For 
example, according to U.S. Air Force Lt. Gen. Christopher Bogdan, the biggest 
risk to the F-35 program is softv'are development.^’ Some analysts believe that 
the increasing complexity of systems is the reason that aircraft development 
times have increased significantly since 1980."^^ 

• U.S. Military Spending is declining. U.S. defense spending is declining, 
necessitating cuts to force structure and modernization programs.'^'"^ Despite 
decreased spending, the U.S. must still be prepared for a diverse range of security 
challenges.'*^^^ Given current defense spending trends and potential security threats, 
DOD acquisitions may need to be more efficient to ensure sufficient resources to 
protect U.S. interests. Increased cost-efficiency could free up resources that can 


(...continued) 

Sectirily Industrial Ba.^e for the 2 1st Century: An Action Plan to Address the Coming Crisis, Defense Science Board 
Task Force on Defense Industrial Structure for Transformation. July 2008, p, 15. See also: Kenneth Flamm. "Post-Cold 
War Policy and the U.S. Defense Industrial Base." National Academy of Engineering of the National Academics, vol. 
35. no. ] (Spring 2005); Bany' D. Watts, Susia/ning the U.S. Defense Industrial base as a Stralegic Asset, Center for 
Strategic and Budgetary Assessments, Backgrounder, September 2013, p. 1 5. 

Kenneth Flamm, "Post-Cold War Policy and the U.S. Defense Industrial Base," National Academy of Engineering of 
the National .Academies, vol. 35, no. 1 (Spring 2005); See: Business Executives for National Security, Getting to Best: 
Reforming the Defense Acquisition Enterprise, A Business Imperative for Change from the 1 ask Force on Defense 
Acquisition Law and Oversight. July, 2009, p. 4. 

Data provided to CRS by Semiconductor Industiy, October, 2013. 

Zachary Fryer-Biggs, "Looking Beyond Defense: Firms Grow Revenue— By Divei'sifying," DefenseNeyas. July 22. 
20i3.p. 11. ' 

Andreii Shaial-Bsa, "Pentagon Sees Some Risk ofDelay in F-35 Software," NBCnews.com, April 24, 2013, at 
http://vvw^v,nbcnevvs.com/id/5!649848/ns/technology_and_science-tcch_and_gadgcts/t/pcntagon-sces-.some-risk-deiay- 
f— softvvare/#.UIWMiniT]3zBylJ. 

Oflke of the Under Secretaiy of Defense Acquisition, Technology and Logistics, Performance of the Defense 
Acqumtion System, 20 1 3 Annual Report, June 28, 20 1 3. p. 57. 

Department of Defense, Defense Budget Priorities and Choices , Fiscal Year 2014, April 2013, p. 5. 

Department of Defense. Sustaining U.S. Global Leadership: Priorities for 2Lst Centtcry Defense, January 2012, p. 1, 
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be used to maintain a robust force structure or fund research and development 
aimed at maintaining a qualitative advantage over potential adversaries. 

• Some analysts have argued that the United States may not dominate defense 
spending in the future as much as it did in recent years, further requiring a more 
efficient and effective allocation of resources. These analysts point to China’s 
military modernization, which has been fueled by tw'o decades of steadily 
increasing military spending. According to a DOD report to Congress, China’s 
officially disclosed military budget increased an average of 9.7% annually in 
inflation-adjusted terms over the decade from 2003 to 2012. At $114 billion, 
China’s officially announced budget for 2013 represents an increase of 10.7% 
over 2012. The Pentagon believes China’s actual military spending is higher than 
the officially disclosed figures, with the report to Congress estimating that 
China’s military spending for 2012 was in the range of $135 to $215 billion.^' 

• Industry is playing an increasingly important role in innovation and 
development.^' DOD is spending a smaller share of its contracting dollars on 
research and development (R&D) contracts. In FY 1 998 , 18% of contract 
obligations were dedicated to R&D contracts compared to just 10% in FY2012 
(see Figure 3). One analyst pointed out that even though the military is still an 
important funder of specific, leading-edge technologies such as supercomputers 
and microelectromechanical systems devices, “commercial demand for these 
products has far outstripped the requirements of the military.’’’^ At the same time, 
technologies developed for the commercial market are commonly adapted for 
military use. As one general officer stated, whereas the military used to go to 
industiy and tell them to create a technology to meet a requirement, increasingly 
the military is going to industiy and asking them to adapt an existing commercial 
technology to military requirements,'’’* 


See CRS Report R4i 108, U.S.-China Relations: An Overview of Policy J,ss7ies, by Susan V. Lawrence, p. 16. 

” See Business Bxecutives for National Security, Gening to Best: Reforming the Defense Acquisition Enterprise. A 
Business Imperative for Change from the Task Force on Defense Acquisition Law and Oversight. July, 2009, p. 4. 

Kenneth Fiamm, "Post-Coid War Policy and the U.S. Defense industrial Base," National Academy oj Engineering of 
the National Academies. vo\. ^5. no. 1 (Spring 2005). 

Based on discussion with CRS analyst. May 8. 2013. 
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Figure 3. Percentage of Contract Obligations Dedicated to R&D Contracts 
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Source: Analysis of data from the Federal Procurement Data System, October 14. 2013. 

Many analysts believe that an acquisition system designed to meet the challenges of the Cold War 
is not sufficiently nimble or efficient to address the security and economic realities of today.’"'’ 
They argue that in light of the evolving landscape the current cost overruns, schedule delays, and 
performance shortfalls in acquisitions have a debilitating effect on our military and threaten 
America’s technological advantage and military capabilities.^^’ Some of these analysts argue that a 
comprehensive acquisition reform is urgently needed. Nonnan Augustine (former CEO of 
Lockheed Martin) and fonner Senators Gaiy Hart and Warren Rudman jointly wrote that the 
defense acquisition system operates 

too slowly and at vastly greater cost than necessary. In earlier times we could arguably afl'ord 
such flaws in efficiency, but we can afford them no longer.... We must examine the status 
quo syslemically, in all its aspects, in order to make necessary and long overdue changes. If 
we do not, we will be in an increasingly sclerotic defense acquisition process that may one 
day no longer be able to supply American war fighters with the means to assure this nation’s 
freedom and securily.^^ 


Department of Defense, Defense Acquisition Performance Assessment Report, January 2006, p. 6. 

See: Business Executives for National Security. A Business I mperative for Change from the Task Force on Defense 
Acquisition Law and Oveisight. July. 2009, p. 4. Then Secretary of Defense William Periy' used the same logic to 
implement acquisition reforms in the 1 990s. He stated ‘‘Because the world in which DoD now must operate has 
changed beyond the limits of the existing acquisition system‘s ability to adjust or evolve -- the system must be totally 
re-engineered. If DoD is going to be capable of responding to the demands of the next decade, there must be a carefully 
planned, fundamental re-engineering or re-invention of each segment of the acquisition process.” See Honorable 
William J. Vervy, Acquisition Reform: A Mandate for Change, Department of Defense, February 9. 1994, p. 9. 

See Department of Defense, Defense Acquisition Performance Assessment Report. Januaiy 2006, p. Introductory-' 
Letter by Chairman Ronald Kadish. 

Business Executives for National Security, A Business Imperative for Change from the Task Force on Defense 
Acquisition Law and Oversight. July, 2009, p. iii. 
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Just as the acquisition landscape has changed in recent years, many analysts and DOD officials 
argue that DOD has also undergone changes that may make significant reform possible. Some 
IX)D officials and analysts detect a culture shift undei'way within the Department - a shift that 
reflects a better understanding of the importance of defense acquisitions, and a fuller commitment 
on the part of senior leadership, uniform personnel and civilian personnel, to support eftbrts to 
improve defense acquisitions. Changes contributing to the culture shift include the following: 

Operations in Iraq and Afgf-ianistan have highlighted the importance of acquisitions. In the early 
years of the conflicts, contracting in Iraq and Afghanistan was done on an ad-hoc basis, without 
significant consideration of implications for foreign policy and without putting in place necessaiy 
oversight systems. Insufficient resources were dedicated to oversight, resulting in poor 
performance, billions of dollars of waste, and failure to achieve mission goals.^*^ However, the 
experiences of the operational force have highlighted the critical role of contractors in military 
operations. These experiences underscored the importance of acquisitions to senior leaders and 
prompted numerous internal eftbrts to examine contractor support, such as the report of the 
Commission on Army Acquisition and Program Management in Expeditionary Operations 
(known as the Gansler report). 

Constrained budgets are fostering a culture of better decision making. Former Secretar}'^ of 
Defense Robert Gates staled that as a result of defense spending more than doubling between 
FY2001 and FY2010, “we’ve lost our ability to prioritize, to make hard decisions, to do tough 
analysis, to make trades.”^’*^ Declines in defense acquisition spending since FY2008 require, and 
have resulted in, efforts to prioritize programs, reign in the ‘gold-plating’ of requirements, and 
increased the focus on cosls.^’’ 

Data is improving^^^ Data reliability is a critical element in making informed policy decisions.^’^ If 
data is lacking or is unreliable, there may not be an appropriate basis for measuring or assessing 
the effectiveness of contracting, making policy decisions, or providing transparency into 
government operations. In some circumstances, a lack of reliable data could lead analysts and 
decision makers to draw incorrect or misleading conclusions. The result could be policies that 
squander resources, waste taxpayer dollars, and threaten the success of the mission.^"* 


C RS Report R43()74. Department of Defense ',v Use of Contractors to Support Military Operations: Background, 
Analy.ds, and Issues for Congress, by Moshe Schwartz. 

Department of Deiense. "DOD News Briefing with Secretary Gates and Adm. Mulien from the Pentagon," press 
release, June 6, 201 1. http://wvvw.defense.gov/transcripts/transcript.aspx‘?transcriptid=4747. 

See Yamil Berard, "Former Pentagon leader says defense cuts are necessary," Fori Worth Siar-Telegeram, October 
16.2013.; Barry D. Watts, Sustaining the U.S. Defense Industrial base as a Strategic Asset, Center for Strategic and 
Budgetaiy- Assessments, Backgrounder, September 2013, p. 15. 

Office of the Under Secretarj' of Defense Acquisition, Technology and Logistics, Performance of the Defense 
Acquisition System, 20 ! 3 Annual Repoil, June 28, 20 1 3. p. 1 06. 

CRS Report R41 820, Department of Defense Trends in Overseas Contract Obligations, by Moshe Schwartz, Wendy 
Ginsberg, and Daniel Alexander: U.S. Government Accountability Office, Reliahiiiy of Federal Procurement Data, 

G AO-04-295R, December 30, 2003. p. 1 . For an additional divseussion on the importance of having reliable data to 
develop policies affecting acquisitions, see U.S. Government Accountability Office. Defense Acquisitions: Tailored 
Approach Needed to Improve Service Acquisition Outcomes. GAO-07-20. November 9, 2006. 

For a discussion on the importance of good contract data to improving government efficiency and saving taxpayer 
money, see U.S. Government Accountability (Office, Opportunities to Reduce Potential Duplication in Government 
Programs. Save Tax Dollars, and Enhance Revenue: Collecting improved data on interagency contracting to minimize 
duplication could help the government leverage its vast buying power, GAO-1 1-3 18SP, March. 1, 2011. p. 70- 
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Advances in information technoiogy are making it possible to better track and analyze larger 
amounts of data. DOD is improving its IT systems and has embarked on a number of wide- 
ranging efforts to gather and analyze data to inform policy decisions, often at the behest of 
Congress. For example, the Weapon System Acquisition Reform Act of 2009 required DOD to 
conduct a root cause analysis of the cost, schedule and performance of Major Defense Acciuisition 
Programs that experience cost growth that surpasses the thresholds set forth in the Nunn- 
McCurdy Act,*’"’ Over the years, these analyses have provided insight into what drives cost 
growth. Despite the progress being made, there continue to be significant gaps in the data 
available and reliability of some existing data.“ 


A Framework for Improving Acquisitions 


Improving the Workforce 

Despite the hundreds of disparate recommendations to improve defense acquisitions, most reports 
seeking to address the fundamental weaknesses of the system arrive at the same conclusion; the 
key to good acquisitions is having a good workforce and giving them the resources, incentives, 
and authority to do their job.*’’ As David Packard, co-founder of flewlett-Packard and former 
Deputy Secretary of Defense wrote in a report to President Reagan, 

Excellence in defense management cannot be achieved by the numerous management layers, 
large staffs, and countless regulations in place today. It depends. ..on reducing all of these by 
adhering closely to basic, common sense principles: giving a few capable people the 
authority and responsibility to do their job. maintaining short lines of communication, and 
holding people accountable for results.*^* 

Workforce is not the only area that analysts believe need to be improved — ^numerous 
recommendations are aimed at the budget process, requirements development, cost estimating, 
and other structural problems. However, without a culture that promotes good acquisition 
decisions, reform efforts will not achieve their fullest potential. This is true not only for the 
acquisition workforce but also for other people involved in the process, such as those involved in 
developing requirements and budgets. As DOD Comptroller Robert Hale wrote in 2002 

Efficiency requires change, and change is di fficult to implement in any organization — public 
or private. To have any chance of success, there must be an incentive to change. Incentives 
start with the climate created by top leaders... But commitment must extend beyond the 
senior leadership to the Defense Department's field commanders and managers. Efficiencies 


P.L. n 1-23, section 103. 

Office of the Under Secretaiy of Defense Acquisition, Technology and Logistics, Performance of the Defense 
Acquisition System, 2013 Annual Report, June 28, 2013, p. 105: U.S. Army, Army Strong: Eqirivpcd Trained and 
Ready, Final Report of the 2010 .Army Acquisition Review, January i 1. 201 1, p. iv. The report found that "The Army 
lacks a sufficiently robust and trustworthy database on acquisition programs, workforce and lessons learnedT p- 42. 

See below. For additional discussions, see Thomas Christie, "Sound Policy. Awful Execution,” DefenseNews. 
December 1 5. 2008, p. 53. Thomas Miller. “Rearranging Deck Chairs on the Titanic: Why Does Acquisition Refomi 
Never Work?.” /)c/t'w.ve.47’tS-Z,, November-Deceniber 2010. p, 27; Scott Reynolds, “Let's Fix it: A Five-Step Plan for 
Improving Acquisitions,” Defense AT&L, November-December 2009. p. 18. 

A Quest for Excellence. Final Report to the President by the Blue Ribbon Commission of Defense Management June 
30,1986.' 
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acbieved at the base or installation level could add up to substantial savings, and the 
individuals running these bases will be more likely to implement changes if they have 
incentives to do so.^*^ 

It is this belief that prompted Under Secretary of Defense Frank Kendall to introduce guidance on 
implementing the Better Buying Power initiatives with the following overarching principle: 

Policies and processes are of little use without acquisition professionals who are 
experienced, trained, and empowered to apply them effectively. At the end of the day, 
qualified people are essential to successful outcomes and professionalism, particularly in 
acquisition leaders, drives results more than any policy change.’^ 


Robert F. Hale, Promoring Efficiency in the Department of Defense: Keep Trying, Be Realistic, Center for Strategic 
and Budgetary Asse.ssinent.s, January 2002, p. 20. 

Frank Kendall, Implementation Directive for Better Buying Power 2.0 ~ Achieving (Jreater Efficiency and 
Productivity in Defense Spending, Office of the Under Secretaiy of Defense Acquisition, Technology and Logistics, 
Memorandum, April 24, 2013. 
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The Importance of People and Proper Incentives 

Nuniepous reports have highlighted yie impdriahce of people irt succ^sfei acqupsjtions. Beiovv are {-oriclUsiohs ! 
from some of the most influenp^^ reports on defense acquisitiohs from 1 97P to die present. ; 

• : “Regardless of hovv elfective die overall systerri: Of Department procurement regulations may be judged to be, 

the key deterrriiriants of the uftimate effectiveness and efficiency of the Defense Procurement process are the 
procurement personnel;;;:: The impor^nce of diis truism has not been appropriately reflected In the 
recruitrheht career deveiopmerit, training, and managernentof the procurement workforce 

• “DOD must be able to attract, retain, and motivate well qualified acquisition personnel ”^2 Report 

(( 986 ^ 

“Making fundamental Improvements in acquisidcms will require attaching the tulturti dimension of the! 
probierh. Changes of the type needed will not come easily: They must be directed at;the system of , 

■ Incentives.””' G ao (:f99'2T ■ y 

• “Give line thahagers more authority and accountability {revvard results; not just compliance with rules; focus 
■onchecustomer);’'7f'Perfy;'ReportTi9.94j'' ■' 

• *The department should focus bii creating incentives so that cornmafiders and managef^ seek efficiehcies^y^ : 
^ Rofe;Hg/e:^dQ2)' 

• “To repeat: the emphasis must be on the individUafs in line management.;... the key to effective execudon of ; : 
any Contract is not the quality ofdie contract icis the quality of the program management responding to : 
clear assignment of authority and accou htability for each program;”” QDR fndependent Pdnef (201: 0) 

•:> ‘There isiittie doubt mat acquisition reforms produce limited, positive effects because diey have not changed 
the basic mcentives or: pressures that dnye the behavior of the panicipantsTmthe acquisition process.*'^; 
Defense'Acquisit/on 'Reform:, 7.960-2000 (2Q/'f)';y, 


Most analysts believe that a number of steps need to be taken to improve the performance of the 
acquisitions workforce.^^ Three common recommendations for doing this include the following: 

1 . recruiting talented people and providing them with the right training, 

2. providing the right incentives, and 


Department of Defetise. Report to the President and the Secretary of Defense on the Department of Defense hy the 
Blue Ribbon Panel, July 1 , ! 970, p. 94. 

A Quest for Excellence, Final Report to the President by the Blue Ribbon Commission of Defense Management, June 
30, 1986. p, XXV. 

U.S. General Accounting Office, Weapons Acquisition: A Rare Opportunity for Lasting Change, NSIAD 93-15, 
December 1992. pp, 2-3. 

” l-lonorabie William .!. Perr\\ Acquisition Reform: A Mandate for Change, Department of Defense, February' 9, 1 994, 
p. 9. 

Robert F. Hale. Promoting Efficiency in the Department of Defense: Keep Trying, Be Realistic, Center for Strategic 
and Budgetary Assessments, January 2002, p. iii. 

U.S. Institute for Peace, The QDR in Perspective: Meeting America's National Security Needs in the 21st Century, 
Final Report of the Quadrennial Defense Review Independent Panel, July 28, 2010, p. 86. 

J, Ronald Fox, Defense Acquisition Reform 1960-2009: An Elusive Goal (Center of Military History, 201 1), p. 190. 
For example, one report found that .Army acquisition competencies have eroded in the last two decades; the Aimy 
lias reduced the number of qualified people essential to acquiring modern equipment. Sec U.S. Army, Army Strong: 
Equipped. Trained and Ready, Final Report of the 20 10 Anny Acqui.sition Review, Januaiy ! I, 201 1. 
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3. granting the authority to make decisions and holding people accountable for 
those decisions. 

Building a Capable, Trained, and Sufficiently Sized Workforce 

Insufficient resources or shortages in the numbers properly trained acquisition personnel increase 
the risk of poor contract performance, which in turn can lead to waste, fraud, and abuse.™ The 
issue is not just the number, but also the quality and capability of the workforce.® 

In an effort to improve the size and quality of the acquisition workforce, the FY2008 NDAA 
mandated the establishment of the Department of Defense Acquisition Workforce Fund to enable 
the “recruitment, training, and retention of acquisition personnel.*'” From FY2008 through 
FY2012, DOD obligated $2.3 billion through the fund. According to DOD, this funding was used 
to augment training and hire an additional 8,300 people and in contracting, cost estimating, 
systems engineering, auditing, and other related fields. Many analysts believe that while DOD 
and congressional efforts are starting to have a positive impact on the acquisition workforce, 
additional support and focus is needed.*" 

DOD has recognized the need to dedicate sufficient resources to develop a good, capable 
w'orkforce. According to the 2010 Quadrennial Defense Review, “to operate effectively, the 
acquisition system must be supported by an appropriately sized cadre of acquisition professionals 
with the right skills and training to successfully perform their jobs.... We will continue to 
significantly enhance training and retention programs in order to bolster the eapability and size of 
the acquisition workforce.”® 

Creating the Right Incentives 

Many analysts argue that even with a sufficiently robust, highly trained and capable workforce, 
the right incentives must be in place. Yet often the incentives in the acquisition process encourage 
people to make poor decisions.*”* For example, there is a culture within DOD that encourages 
the obligation of funds before they expire out of fear that if money is not spent, funding for 


.1. Ronald Fo.x, Defense AcqumlUm Reform 1 960~2(}()9: An Elusive Goal (Center of Military' 1 liston'. 201 1). p. 195, 
j99.See also. Commission on Wailime Conlracling In Iraq and Alghanislan, At What Risk? Con-ecting over-reliance 
on contractors in contingency operations. Second Interim Report to Congress, February 24, 201 1, p. 17; United States 
Institute of Peace, The QDR in Perspective: Meeting America's National Security Needs in the 2 1st Centnr}\ 2010, p. 
39: U.S. Government Accountability Office, Military Operations: High-Level DOD Action Needed to Address Irong- 
standing Problems with Management and Oversight of Contractors Supporting Deployed Forces. GA()-07- 1 45, 
December 1 8, 2006: Commission on Wartime Contracting In Iraq and Afghanistan, Transforming Wartime 
Contracting: Controlling costs, reducing risk. Final Report to Congress, August, 201 I, p. 83-84. 

See: Business Executives for National Securirt', Getting to Best: Reforming the Defense Acquisition Enterprise. A 
Business Imperative for Change from the Task Force on Defense Acquisition Law and Oversight, July, 2009. p. 3. 
''P.L 1 10-181, section 852. 

** Data provided by DOD, See also Departinent of Defense. Defeme Acquisition Workforce Development Fund 
(DAWDF) FY20I2 Report to Congress, Department of Defense, April 201 3, p. 4. 

’^^QDR, p. 77-78 

J, Ronald Fo.x, Defense. Acquisition Reform 1960-2009: An Elusive Goal (Center oFMilitar)' History. 201 i). p. 197- 
199; Department of Defense, Defense Acquisition Performance Assessment Report, Januaiy 2006, p. 5: See: Business 
Executives for National Security, Getting to Best: Reforming the Defense Acquisition Enterprise, A Business 
Imperative for Change from the Task Force on Defense Acquisition l^vv and Oversight, July, 2009. p. 3. 
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future budgets will be cut. This belief can drive managers to prioritize spending money based 
on an arbitrary calendar deadline instead of sound business decisions.*^ Resetting incentives to 
ensure that they align with desired outcomes can improve the decisions of the workforce. 

Another example of incentives driving poor acquisition decisions relates to cost estimating. 
Senior Defense officials, both past and current, acknowledge that program advocates have 
strong incentives to underestimate program acquisition costs. Contractors use low cost 
estimates to win the contract; program representatives use low estimates to argue for approval 
of the system against competing systems.*'’ In 1981 , then-Deputy Secretary of Defense Frank 
C. Carlucci testified that low cost estimates “are fueled by optimistic contractor proposals to 
win competitions and program managers who want to see their programs funded.”*’ Almost 
30 years later, then-Under Secretary of Defense for Acquisition, Technology, and Logistics 
John Young echoed this sentiment, stating “the enterprise will often pressure acquisition 
teams and industry to provide low, optimistic estimates to help start programs.”** 

The absence of more reliable cost estimates denies Congress the ability to decide on 
competing strategic and budget priorities based on realistic cost assumptions and denies DOD 
the opportunity to develop a well-conceived acquisition plan. The 2010 Quadrennial Defense 
Review stated, “our system of defining requirements and developing capability too often 
encourages reliance on overly optimistic cost estimates. In order for the Pentagon to produce 
weapons systems efficiently, it is critical to have budget stability — but it is impossible to 
attain such stability in DOD’s modernization budgets if we continue to underestimate the cost 
of such systems from the start.”*" 

Establishing Authority and Accountability 

Authority and accountability is viewed as a critical element in building an effective 
workforce."" Without authority, even the most skilled and incentivized professionals cannot 
effectively run and manage a program. Yet many analysts believe that the management 
structure is too bureaucratic; that too many people can say no or influence a program. As one 
program manager recently quipped, the inside joke among program managers is that “We are 
not really sure who runs the program.”"' Without anyone having practical authority to 
manage a program, there is no one to etfectively hold accountable. As the QDR Independent 


Robert F. Hale and Frank Kendall, Departmcni of Defeme Management of Unobligated Fvnds: Ohligatione Tenets. 
Office of the Secretarv' of Defense, Memorandum, September 10.2012. 

House Armed Services Hearings. 97th Cong., 1st Sess., Volume 1 1, 1981. Op. Cit. p. 883. 

House Armed Services Hearing.s, 97th Cong.. 1st Sess., Volume 1 1, 1981. Op. Cit. p. 1086. 

John .1. Young, Jr., Reasons for Cost Changes for Selected Major Defense Acrjnisition Programs (MDAPs). 
Memorandum, January 30. 2009. 

Department of Defense, Quadrennial Defense Review Report, February 20 1 0, p. 76. 

^The Packard, tor example, stated “We must give acquisition personnel more authority to do their jobs. If we make it 
possible for people to do the right thing the first time and allow them to use their common sense, then we believe that 
the Department can get by with far fewer people.” See p, xxiv. 

Based on conversation with program managers and other acquisition personnel, September 14, 2013. 
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concluded, “the fundamental reason for the continued underperformance in acquisition 
activities is fragmentation of authority and accountability for performance. 


Targeted Reform Efforts 


In addition to improving workforce management, as discussed above, targeted reform efforts, 
similar to the Weapon System Acquisition Reform Act of 2009 and efforts to improve Operational 
Contract Support can generate significant financial savings and operational benefits. Examples of 
possible targeted areas ripe for reform include 

• Streamlining acquisition laws and regulations and 

• Focusing on contract logistics. 

Streamlining Acquisition Laws and Regulations 

In some instances, regulations aimed at improving the acquisition process or promoting important 
public-policy goals impose unintended cost or regulatory burdens to industry. A number of 
analysts have argued that repealing or amending regulations that no longer provide a benefit 
could serve to simplify the acquisition process, remove unnecessary regulatoiy burdens on 
industry, and entice more companies to compete for defense and other federal government 
contracts. Sometimes, the laws and regulations governing defense procurement can add to the 
costs of doing business, as may occur in the case of certain domestic source restrictions like the 
Berry Amendment. Such a perspective does not necessarily argue for wholesale removal of 
regulations and oversight, but at a minimum argues for adopting an approach of weighing the 
costs to industry and government against the policy and oversight benefits of the regulations in 
question.'” Congress could also choose to amend certain statutes and regulations in such a way as 
to alleviate the regulatory or financial impact while preserving the fundamental intent of the 
regulation. 

Contract Logistics 

Some government officials and industry experts have identified logistics as an area where 
significant cost savings could be generated without having an impact on operational capabilities.” 
Recent reports have identified instances of wasteful spending in this area. For example, the DOD 
Inspector General has developed a body of work that found 

• Boeing charged the Army about $ 1 3 million more than fair and reasonable prices 
for 1 8 parts on a support contract,’'^ 


U.S. Institute for Peace, The QDR in Perspective: Meeting America’.s National Security Needs in the 21st Century. 
Final Report of the Quadrennial Defense Review independent Panel, July 28, 2010, p. 85. Italics as in original. 
Honorable William J. Petty, Acquisition Reform, Department ofOefense, A Mandate for Change. February 9, 1994. 

p.8. 

Based on conversations of these officials with CRS atialysts, July 2013 through October 2013. 

Department of Defense inspector General, “Excess Inventory and Contract Pricing Problems Jeopardize the Army 
Contract with Boeing to Support the Corpus Christ! Army Depot.’" Report D-201 1-061, May 3, 201 1. 
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• Sikorsky charged the Army approximately $i2 million more than fair and 
reasonable prices for 28 parts,* and 

• Boeing charged DLA Aviation $13.7 million more than fair and reasonable 
prices for 27 parts associated with 1,469 delivery orders.’’ 

Earlier this month, the Special Inspector General for Afghan Reconstruction reported that military 
forces in Afghanistan were unable to account for about $230 million worth of spare parts and then 
ordered $1 38 million of additional parts without sufficient accountability.’* Given the examples 
of potential savings identified to date, Congress could consider logistics as a potential area for 
increased congressional oversight. 

Chairman McKeon, Ranking Member Smith, this concludes my statement. I will be pleased to 
respond to any questions the Committee may have. 
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Depatlment of Defense Inspector General, '‘Pricing and Escalation Issues Weaken the Effectiveness of the Army 
Conti-acl with Sikorsky to Support the Corpus Christ! Army Depot,” Report D-20 i I - 1 04, September 8, 20 1 1 , 

’’ Department of Defense Inspector General, “Improved Guidance Needed to Obtain Pair and Reasonable Prices for 
Sole-Source Spare Parts Procured by the Defense Logistics Agency from the Boeing Company,” Report DODlG-201 3- 
090. June 7,2013. 

Special Inspector General for Afghanistan Reconstruction, Afglian National .Army; Combined Security Transition 
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SIGAR 14-3, October 16,2013,p. 1. 
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DEFENSE ACQUISITIONS 

Where Should Reform Aim Next? 


What GAO Found 

The Department of Defense (DOD) must get better outcomes from its weapon 
system invesftoents, which in recent years have totaled around $1 .5 trillion or 
more. Recently, there have been some improvements, owing in part to reforms. 
For example, cost growth declined between 201 1 and 2012 and a number of 
programs also improved their buying power by finding efficiencies in 
development or production and requirements changes. Still, cost and schedule 
growth remain significant; 39 percent of fiscal 201 2 programs have had unit cost 
growth of 25 percent or more. 

DOD’s acquisition policy provides a methodological framework for developers to 
gather knowledge that confirms that their technologies are mature, their designs 
stable, and their production processes are in control. The Weapon Systems 
Acquisition Reform Act of 2009 and DOD's recent “Better Buying Power" 
initiatives introduced significant changes that, when fully implemented, should 
further strengthen practices that can lead to successful acquisitions, GAO has 
also made numerous recommendations to improve the acquisition process, 
based on its extensive work in the area. While recent refoims have benefited 
individual programs, it is premature to say there is a trend or a corner has been 
turned. The reforms still face implementation challenges and have not yet been 
institutionalized within the services. 

Reforms that focus on the methodological procedures of the acquisition process 
are only partial remedies because they do not address incentives to deviate from 
sound practices. Weapons acquisition is a complicated enterprise, complete with 
unintended incentives that encourage moving programs forward by delaying 
testing and employing other problematic practices. These incentives stem from 
several factors. For example, the different participants in the acquisition process 
impose conflicting demands on weapon programs so that their purpose 
transcends just filling voids in military capability. Also, the budget process forces 
funding decisions to be made well in advance of program decisions, which 
encourages undue optimism about program risks and costs. Finally, DOD 
program managers’ short tenures and limitations in experience and training can 
foster a short-term focus and put them at a disadvantage with their industry 
counterparts. 

Drawing on its extensive body of work in weapon systems acquisition, GAO sees 
several areas of focus regarding where to go from here: 

• at the start of new programs, using funding decisions to reinforce desirable 
principles such as well-informed acquisition strategies; 

• identifying significant risks up ft’ont and resourcing them; 

• exploring ways to align budget decisions and program decisions more 
closely: and 

• attracting, Gaining, and retaining acquisition staff and managers so that they 
are both empowered and accountable for program outcomes. 

These areas are not intended to be all-encompassing, but rather, practicaf places 
to start the haixi worft of realigning incentives with desired results. 
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Chairman McKeon, Ranking Member Smith, and Members of the 
Committee: 

I am pleased to be here today to discuss weapon systems acquisition and 
where reform should focus next. Weapon systems acquisition has been 
on GAO’s high risk list since 1990.^ Over the past 50 years, Congress 
and the Department of Defense (DOD) have explored ways to improve 
acquisition outcomes, including recent actions like the Weapon Systems 
Acquisition Reform Act and the department’s own “Better Buying Power” 
initiatives. These and other reforms have championed sound 
management practices, such as realistic cost estimating, prototyping, and 
systems engineering. DOD's declining budgets and the impact of 
sequestration have lent additional impetus to reduce the costs of 
weapons. While some progress has been made on this front, too often we 
report on the same kinds of problems today that we did over 20 years 
ago. The cost growth of DOD’s 2012 portfolio of weapon systems about 
$411 billion and schedule delays average more than 2 years. To get 
better results the focus should not be on adding to or discarding 
acquisition policies, but on the incentives that work against them. 

Today, 1 will (1) provide summary cost and schedule information on 
DOD’s portfolio of major weapon systems: (2) describe the policies and 
processes in place to guide those acquisitions; (3) discuss incentives to 
deviate from otherwise sound acquisition practices; and (4) suggest ways 
to temper these incentives. This statement draws from our extensive body 
of work on DOD’s acquisition of weapon systems and the numerous 
recommendations we have made both on individual weapons and 
systemic improvements to the acquisition process. The work on which 
this testimony is based was conducted in accordance with generally 
accepted government auditing standards. Those standards require that 
we plan and perform the audit to obtain sufficient, appropriate evidence to 
provide a reasonable basis for our findings and conclusions based on our 
audit objectives. We believe the evidence obtained provides a reasonable 
basis for our findings and conclusions based on our audit objectives. 


^GAO. High Risk Series: An Update, GAO-13-283 (Washington, D.C.; February 2013). 
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Trends in DOD’s 
Portfolio of Major 
Acquisitions 


There can be little doubt that we can — and must — get better outcomes 
from our weapon system Investments. As seen in table 1 , the value of 
these investments in recent years has been on the order of $1.5 trillion or 
more, making them a significant part of the federal discretionary budget. 


Table 1: Analysis of DOO Major Defense Acquisition Program Portfolios 

Fiscal year 2014 dollars 



Fiscal year 



2008 

2011 

2012 

Portfolio size 

Number of programs 

95 

95 

85 

Total planned commitments 

$1.6 trillion 

$1,7 trillion 

$1.5 trillion 

Commitments outstanding 

$898 billion 

$813 billion 

$744 billion 

Portfolio indicators 

Change in development costs from first 
full estimate 

42 percent 

54 percent 

49 percent 

Change in total acquisition cost from first 
full estimate 

25 percent 

40 percent 

38 percent 

Estimated total acquisition cost growth 

$323 billion 

$465 billion 

$411 billion 

Share of programs with 25 percent or 
greater increase in program acquisition 
unit cost since first full estimate 

42 percent 

41 percent 

39 percent 

Average delay in initial operating 
capability 

22 months 

23 months 

27 months 


Source: GAO »wlysisof DOD data. 

Note: The Ballistic Missile Defense System is excluded from the analysis of both portfolio size and 
portfolio indicators as it does not have comparable cost and schedule data. Other programs were also 
excluded from the analysis of irKlicators when comparable data did not exist. 


Large programs have an outsized impact on the aggregate portfolio. For 
example, Joint Strike Fighter costs have now consumed nearly a quarter 
of the entire portfolio. Yet, as indicated in table 1 , 39 percent of programs 
have had unit cost growth of 25 percent or more. Recently, we have seen 
some modest improvements. For example, cost growth has declined 
between 201 1 and 2012.^ We have also observed that a number of 
programs have improved their buying power by finding efficiencies in 


^GAO, Defense Acquisitions: Assessments of Selected Weapon Programs, 
GAO-13-294SP (Washington, D.C.; Mar. 28, 2013). 
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development or production, and requirements changes. On the other 
hand, cost and schedule growth remain significant when measured 
against programs’ first full estimates. The performance of some very large 
programs are no longer reflected in the latest data as they are no longer 
acquisition programs. For example, the Future Combat Systems program 
was canceled In 2009 after an investment of about $18 billion and the F- 
22 Raptor program has completed aircraft procurement. In addition, the 
Ballistic Missile Defense System are not included in any of the analysis as 
those investments have proceeded without a baseline of original 
estimates, so the many difficulties experienced in the roughly $130 billion 
program are not quantifiable. 

The enormity of the investment In acquisitions of weapon systems and its 
role in making U.S. fighting forces capable, warrant continued attention 
and reform. The potential for savings and for better serving the warfighter 
argue against complacency. 


One Side of the 
Acquisition Process: 
Stated Policy 


When one thinks of the weapon systems acquisition process, the image 
that comes to mind is that of the methodological procedure depicted on 
paper and in flow charts. DOD's acquisition policy takes the perspective 
that the goal of acquisition is to obtain quality products that satisfy user 
needs at a fair and reasonable price. ^ The sequence of events that 
comprise the process defined in policy reflects principles from disciplines 
such as systems engineering, as well as lessons learned, and past 
reforms. The body of work we have done on benchmarking best practices 
has also been reflected in acquisition policy. '* Recent, significant changes 
to the policy include those introduced by the Weapon Systems Acquisition 
Reform Act of 2009 and the department’s own “Better Buying Power” 
initiatives which, when fully implemented, should further strengthen 


^Department of Defense Directive 5000.01 , The Defense Acquisition System {Nov. 20, 
2007). 

'’GAO, Best Practices: DOD Can Achieve Better Outcomes by Standardizing the Way 
Manufacturing Risks Are Managed, GAO-1 0-439 {Washington, D.C: Apr. 22, 201 0); Best 
Practices: Capturing Design and Manufacturing Knowledge Early Improves Acquisition 
Outcomes, GAO-02'701 (Washington, D.C.: July 15, 2002); Best Practices: Better 
Matching of Needs and Resources Will Lead to Better Weapon System Outcomes. GAO- 
01-288 (Washington, D.C.: Mar. 8. 2001); and Best Practices: Better Management of 
Technology Development Can Improve Weapon System Outcomes, GAO/NSlAD-99-162 
(Washington, D.C.: July 30, 1999). 
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practices that can lead to successful acquisitions.^ The policy provides a 
framewor1< for developers of new weapons to gather knowledge that 
confirms that their technologies are mature, their designs are stable, and 
their production processes are in control.® These steps are intended to 
ensure that a program will deliver the capabilities required utilizing the 
resources — cost, schedule, technology, and personnel — available. 
Successful product developers ensure a high level of knowledge is 
achieved at key junctures in development. We characterize these 
junctures as knowledge points. While there can be differences of opinion 
over some of the specifics of the process, I do not believe there is much 
debate about the soundness of the basic steps. It is a clear picture of 
“what to do.” 

Table 2 summarizes these steps and best practices, organized around 
three key knowledge points in a weapon system acquisition. 


®Pub. L. No. 111-23 as amended, Office of the Under Secretary of Defense, Acquisition, 
Technology and Logistics Memoraixlum: “Better Buying Power: Mandate for Restoring 
Affordability and Productivity in Defense Spending" (June 28, 201 0). Office of the Under 
Secretary of Defense, Acquisition, Technology and Logistics Memorandum: “Better Buying 
Power 2.0; Continuing the Pursuit for Greater Efficiency and Productivity in Defense 
Spending” (Nov. 13, 2012). 

^Department of Defense Instnjctlon 5000.02, Operation of the Defense Acquisition 
System (Dec. 8. 2008). 
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Table 2: Best Practices for Knowiedge-based Acquisitions 


Knowledge Point 1 : Start of product development activities (Miiestone B) 
Demonstrate technologies sufficiently to ensure they are mature and work as intended 
Ensure that requirements are informed by a preliminary system design 
Establish cost and schedule estimates based on the preliminary design and other system 
engineering toots (such as prototyping) 

Constrain development to 5 years or so in anticipation of future upgrades 

Conduct itxlependent assessment of risks and cost 

Develop a suitable contract strategy 

Fully fund the planned development work 

Hold major milestone decision review to begin product development 


Knowledge Point 2: Critical design review midway through product development 
Complete 90 percent of engineering design drawing packages to ensure design is stable 
Demonstrate with system integration prototype that design performs as intended 
Identify critical manufacturing processes and key system characteristics 
Establish targets and growth plan for product reliability 
Conduct independent cost estimate 

Conduct system critical design review to ensure design meets requirements 


Knowledge Point 3: Initiation of production for delivery to customer (Milestone C) 
Demonstrate critical manufacturing processes on a pilot production line 
Build and test production-representative prototypes to demonstrate product in 
operational environment and to achieve reliability goal 

Collect data on critical manufacturing processes and demonstrate that they are in 
statistical control to ensure quality 
Conduct independent cost estimate 

Conduct major milestone decision review to begin production 

Soiree GAO 

Our work over the last year shows that, to the extent reforms like the 
Weapon Systems Acquisition Reform Act and DOD’s Better Buying 
Power initiatives are being implemented, they are having a positive effect 
on individual programs. For example, several programs we have 
reviewed are: 

• making early trade-offs among cost, schedule, and technical 
performance requirements: 

• developing more realistic cost and schedule estimates; 

• increasing the amount of testing during development; and 
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• placing greater emphasis on reliability. 

These Improvements do not yet signify a trend or suggest that a corner 
has been turned. The refoims themselves still face implementation 
challenges such as staffing and clarity of guidance and will doubtless 
need refining as experience is gained. We have made a number of 
recommendations on how DOD can improve implementation of the 
Weapon Systems Acquisition Reform Act.^ 

To a large extent, the improvements we have seen tend to result from 
external pressure exerted by higher level offices within DOD on individual 
programs. In other words, the reforms have not yet been institutionalized 
within the services. We still see employment of other practices — that are 
not prescribed in policy — such as concurrent testing and production, 
optimistic assumptions, and delayed testing. These are the same kinds of 
practices that perpetuate the unsatisfactory results that have persisted in 
acquisitions through the decades, such as significant cost growth and 
schedule delays. They share a common dynamic: moving forward with 
programs before the knowledge needed to make decisions is sufficient. 

We have reported that most programs still proceed through the critical 
design review without having a stable design, even though we have made 
a number of recommendations on the importance of this review and how 
to prepare for it.® Also, programs proceed with operational testing before 
they are ready. Other programs are significantly at odds with the 
acquisition process. Among these I would number Ballistic Missile 
Defense System, Future Combat Systems (since canceled), Littoral 
Combat Ship, and airships. We recently reported on the Unmanned 
Carrier-Launched Airborne Surveillance and Strike program which 
proposes to complete the main acquisition steps of design, development, 
testing, manufacturing, and Initial fielding before it formally enters the 
acquisition process.® 


^GAO, Weapons Acquisition Reform: Reform Act Is Helping DOD Acquisition Programs 
Reduce Risk, but Implementation Challenges Remain. GAO-13'103 (Washington, D.C.: 
Dec. 14. 2012). 

® GAO-02-701 

®GAO, Defense Acquisitions: Navy Strategy for Unmanned Carrier-Based Aircraft System 
Defers Key Oversight Mechanisms, GAO-13-833 (Washington, D.C.: Sep. 26, 2013). 
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The fact that programs adopt practices that run counter to what policy and 
reform call for is evidence of the other pressures and incentives that 
significantly influence program practices and outcomes. 1 will turn to these 
next. 


Another Side of 

Acquisition: 

Incentives 


An oft-cited quote of David Packard, former Deputy Secretary of Defense, 
is; “We all know \A4iat needs to be done. The question is why aren’t we 
doing it?” To that point, refomns have been aimed mainly at the “what” 
versus the “why.” They have championed sound management practices, 
such as realistic estimating, thorough testing, and accurate reporting. 
Today, these practices are well known. We need to consider that they 
mainly address the mechanisms of weapon acquisitions. Seen this way, 
the practices prescribed in policy are only partial remedies. The 
acquisition of weapons is much more complex than policy describes and 
involves very basic and strongly reinforced incentives to field weapons. 
Accordingly, rival practices, not normally viewed as good management 
techniques, comprise an effective stratagem for fielding a weapon 
because they reduce the risk that the program will be interrupted or called 
into question. 

I will now discuss several factors that illustrate the pressures that create 
incentives to deviate from sound acquisition management practices. 


Several Factors Create 
Incentives to Deviate from 
Sound Acquisition 
Practices 

Conflicting Demands process of acquiring new weapons is (1 ) shaped by its different 

participants and (2) far more complex than the seemingly straightforward 
purchase of equipment to defeat an enemy threat. Collectively, as 
participants’ needs are translated into actions on weapon programs, the 
purpose of such programs transcends efficiently filling voids in military 
capability. Weapons have become integral to policy decisions, definitions 
of roles and functions. Justifications of budget levels and shares, service 
reputations, influence of oversight organizations, defense spending in 
localities, the industrial base, and individual careers. Thus, the reasons 
“why" a weapon acquisition program is started are manifold and 
acquisitions do not merely provide technical solutions. 
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While individual participants see their needs as rational and aligned with 
the national interest, collectively, these needs create Incentives for 
pushing programs and encouraging undue optimism, parochialism, and 
other compromises of good judgment. Under these circumstances, 
persistent performance problems, cost growth, schedule slippage, and 
difficulties with production and field support cannot ail be attributed to 
errors, lack of expertise, or unforeseeable events. Rather, a level of these 
problems is embedded as the undesirable, but apparently acceptable, 
consequence of the process. These problems persist not because they 
are overlooked or under-regulated, but because they enable more 
programs to survive and thus more needs to be met. The problems are 
not the fault of any single participant; they are the collective responsibility 
of ail participants. Thus, the various pressures that accompany the 
reasons why a program is started can also affect and compromise the 
practices employed in its acquisition. 

Funding Dynamics ' would like to highlight three characteristics about program funding that 

create Incentives in decision making that can run counter to sound 
acquisition practices. First, there is an important difference between what 
investments in new products represent for a private firm and for DOD. In 
a private firm, a decision to invest in a new product, like a new car design, 
represents an expense. Company funds must be expended that will not 
provide a revenue return until the product is developed, produced, and 
sold. In DOD, new products, in the form of budget line items, can 
represent revenue. An agency may be able to justify a larger budget if It 
can win approval for more programs. Thus, weapon system programs can 
be viewed both as expenditures and revenue generators. 

Second, budgets to support major program commitments must be 
approved well ahead of when the information needed to support the 
decision to commit is available. Take, for example, a decision to start a 
new program scheduled for August 2016. Funding for that decision would 
have to be included in the fiscal year 2016 budget. This budget would be 
submitted to Congress in February 2015 — 18 months before the program 
decision review is actually held. DOD would have committed to the 
funding before the budget request went to Congress. It is likely that the 
requirements, tedinologies, and cost estimates for the new program — 
essential to successful execution — may not be very solid at the time of 
funding approval. Once the hard-fought budget debates put money on the 
table for a program, it is very hard to take it away later, when the actual 
program decision point is reached. 
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Third, to the extent a program wins funding, the principles and practices it 
embodies are thus endorsed. So, if a program is funded despite having 
an unrealistic schedule or requirements, that decision reinforces those 
characteristics, not sound acquisition processes. Pressure to make 
exceptions for programs that do not measure up are rationalized in a 
number of ways: an urgent threat needs to be met; a production capability 
needs to be preserved; despite shortfalls, the new system is more 
capable than the one it is replacing; or the new system’s problems will be 
fixed in the future. It is the funding approvals that ultimately define 
acquisition policy. 

Industry Relationship DOD has a unique relationship with the defense industry that differs from 

the commercial marketplace. The combination of a single buyer (DOD), a 
few very large prime contractors in each segment of the industry, and a 
limited number of weapon programs constitutes a structure for doing 
business that is altogether different from a classic free market, For 
instance, there is less competition, more regulation, and once a contract 
is awarded, the contractor has considerable power. Moreover, in the 
defense marketplace, the firm and the customer have jointly developed 
the product and, as we have reported previously, the closer the product 
comes to production the more the customer becomes invested and the 
less likely they are to walk away from that investment," While a defense 
firm and a military customer may share some of the same goals, 
important goals are different. Defense firms are accountable to their 
shareholders and can also build constituencies outside the direct 
business relationship between them and their customers. This 
relationship does not fit easily into a contract. 

J. Ronald Fox, author of Defense Acquisition Reform 1960-2009: An 
Elusive Goal, sums up the situation as follows. “Many defense acquisition 
problems are rooted in the mistaken belief that the defense industry and 
the government-industry relationship in defense acquisition fit naturally 
into the free enterprise model. Most Americans believe that the defense 
industry, as a part of private industry, is equipped to handle any kind of 
development or production program. They also by and large distrust 


^°Barry D. Watts and Todd Harrison, Sustaining Critical Sectors of the Defense Industrial 
Base (Washington, D.C.; Center for Strategic and Budgetary Assessments, 201 1 ). 

' ^ GAO, Best Practices: Successful Application to Weapon Acquisitions Requires Changes 
in DOD's Environment, GAO/NSlAD-98*56 (Washington, D,C.; Feb. 24, 1 998}. 


Pages 


GA0-14-145T 



123 


government ‘interference’ in private enterprise. Government and industry 
defense managers often go to great lengths to preserve the myth that 
large defense programs are developed and produced through the free 
enterprise system.” But neither the defense industry nor defense 
programs are governed by the free market; “major defense acquisition 
programs rarely offer incentives resembling those of the commercial 
marketplace.”’^ 

The Right People Dr. Fox also points out that in private industry, the program manager 

concept works well because the managers have genuine decision-making 
authority, years of training and experience, and understand the roles and 
tactics within government and industry. In contrast, Dr. Fox concludes 
that DOD program managers lack the training, experience, and stature of 
their private sector counterparts, and are influenced by others in their 
service, DOD, and Congress.’^ In 2006, we reported that program 
managers indicated to us that the acquisition process does not enable 
them to succeed because it does not empower them to make decisions 
on whether the program is ready to proceed forward or even to make 
relatively small trade-offs between resources and requirements as 
unexpected problems are encountered. Program managers said that they 
are also not able to shift personnel resources to respond to changes 
affecting the program. 

We have also reported on the lack of continuity in the tenure of key 
acquisition leaders across the time frames of individual programs. A 
major acquisition can have multiple program managers during product 
development. Other key positions throughout the acquisition chain of 
command also turn over frequently. For example, DOD acquisition 
executives do not necessarily stay in their positions long enough to 
develop the needed long-term perspective or to effectively change 
traditional incentives. Moreover, their decisions can be overruled through 
the cooperative actions of other acquisition participants. The 
effectiveness of reforms to the acquisition process depends in large 
measure on a cadre of good people who may be inadequately prepared 


Ronald Fox, Debase Acquisition Reform. 1960-2009: An Elusive Goa/ (Washington, 
D.C.; U.S. Arniy Center of Military History, 201 1 ). 

’^Fox, Defynse Acquisition Reform. 

’■^GAO, Best Practkxs: Better Support of Program Managers Needed to Improve 
Outcomes, GAO-06-110 (Washington, D.C.: Nov. 30, 2005). 
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for their position or forced into the near-term perspective of their tenures, 
!n this environment, the effectiveness of management can rise and fall on 
the strength of individuals; accountability for long-term results is, at best, 
elusive. 


Where Do We Go 
from Here? 


In my more than 30 years in the area, I do not know of a time or era when 
weapon system programs did not exhibit the same symptoms that they do 
today. Similarly. I do not subscribe to the view that the acquisition process 
is too rigid and cumbersome. Clearly, this could be the case if every 
acquisition followed the same process and strategy without exception. But 
they do not. We repeatedly report on programs approved to modify policy 
and follow their own process. DOD refers to this as tailoring, and we see 
plenty of it. 

At this point, we should build on existing reforms — not necessarily by 
revisiting the process itself but by augmenting it by tackling incentives. To 
do this, we need to look differently at the familiar outcomes of weapon 
systems acquisition — such as cost growth, schedule delays, large support 
burdens, and reduced buying power. Some of these undesirable 
outcomes are clearly due to honest mistakes and unforeseen obstacles. 
However, they also occur not because they are inadvertent but because 
they are encouraged by the incentive structure. I do not think it is 
sufficient to define the problem as an objective process that is broken. 
Rather, it is more accurate to view the problem as a sophisticated 
process whose consistent results are Indicative of its being in equilibrium. 
The rules and policies are clear about what to do. but other incentives 
force compromises. The persistence of undesirable outcomes such as 
cost growth and schedule delays suggests that these are consequences 
that participants in the process have been willing to accept. 

Drawing on our extensive body of work in weapon systems acquisition, I 
have four areas of focus regarding where to go from here. These are not 
intended to be all-encompassing, but rather, practical places to start the 
hard work of realigning incentives with desired results. 

Reinforce desirable principles at the start of new programs: The principles 
and practices programs embrace are determined not by policy, but by 
decisions. These decisions involve more than the program at hand: they 
send signals on what Is acceptable. If programs that do not abide by 
sound acquisition principles win funding, then seeds of poor outcomes 
are planted. The highest point of leverage is at the start of a new 
program. Decision makers must ensure that new programs exhibit 
desirable principles before they are approved and funded, Programs that 
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present well-informed acquisition strategies with reasonable and 
incremental requirements and reasonable assumptions about available 
funding should be given credit for a good business case. As an example, 
the Presidential Helicopter, the Armored Multi Purpose Vehicle, the 
Enhanced Polar System, and the Ground Combat Vehicle are all 
acquisitions estimated to cost at least a billion dollars, in some cases 
several billions of dollars, and slated to start in 2014. These could be 
viewed as a “freshman" class of acquisitions. There is such a class every 
year, and it would be beneficial for DOD and Congress to assess them as 
a group to ensure that they embody the right principles and practices. 

Identify significant program risks upfront and resource them: Weapon 
acquisition programs by their nature involve risks, some much more than 
others. The desired state is not zero risk or elimination of all cost growth, 
But we can do better than we do now. The primary consequences of risk 
are often the need for additional time and money. Yet, when significant 
risks are taken, they are often taken under the guise that they are 
manageable and that risk mitigation plans are in place. In my experience, 
such plans do not set aside time and money to account for the risks 
taken. Yet in today’s climate, it is understandable — any sign of weakness 
in a program can doom its funding. This needs to change. If programs are 
to take significant risks, whether they are technical in nature or related to 
an accelerated schedule, these risks should be declared and the resource 
consequences acknowledged. Less risky options and potential off-ramps 
should be presented as alternatives. Decisions can then be made with full 
information, including decisions to accept the risks identified. If the risks 
are acknowledged and accepted by DOD and Congress, the program 
should be supported. 

More closely align budget decisions and program decisions: Because 
budget decisions are often made years ahead of program decisions, they 
depend on the promises and projections of program sponsors. 
Contentious budget battles create Incentives for sponsors to be optimistic 
and make It hard to change course as projections fade in the face of 
information. This Is not about bad actors; rather, optimism is a rational 
response to the way money flows to programs. Aside from these 
consequences, planning ahead to make sure money is available in the 
future is a sound practice. I am not sure there is an obvious remedy for 
this. But I believe ways to have budget decisions follow program 
decisions should be explored, without sacrificing the discipline of 
establishing long-term affordability. 
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Attract, train, and retain acxiuisition staff and management: Dr. Fox’s book 
does an excellent job of laying out the flaws In the current ways DOD 
selects, trains, and provides a career path for program managers. I refer 
you to these, as they are sound criticisms. We must also think about 
supporting people below the program manager who are also instrumental 
to program outcomes, including engineers, contracting officers, cost 
analysts, testers, and logisticians. There have been initiatives to support 
these people, but they have not been consistent over time. The tenure for 
acquisition executives is a more challenging prospect in that they 
arguably are at the top of their profession and already expert. What can 
be done to keep good people in these jobs longer? I am not sure of the 
answer, but I believe part of the problem is that the contentious 
environment of acquisition grinds good people down at all levels, in top 
commercial firms, a new product development is launched with a strong 
team, corporate funding support, and a time frame of 5 to 6 years or less, 
in DOD, new weapon system developments can take twice as long, have 
turnover in key positions, and every year must contend for funding. This 
does not necessarily make for an attractive career. 


Mr. Chairman, this concludes my statement and I would be happy to 
answer any questions. 


(121176) 
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DEFENSE ACQUISITION REFORM 

J. Ronald Fox, Tiampo Professor of Business Administration, Emeritus 
Harvard University 

During the past fifty years, the Department of Defense has been plagued with significant 
cost overruns, schedule slippages, and technical performance shortfalls in the development 
and production of weapons and equipment. During the same period, more than twenty-eight 
major studies of defense acquisition reform have been commissioned by presidents. 
Congress, secretaries of defense, government agencies, studies and analyses organizations, 
and universities. The U.S. General Accountability Office (formerly U.S. General 
Accounting Office) has also published numerous studies on defense acquisition. The GAO 
studies and the 28 reform studies (see Table 1) arrived at most of the same findings and made 
similar recommendations. 

To place the topic of acquisition reform in perspective, it is useful to note that 50 years 
ago (from 1960 to 1 962) the Harvard Business School conducted a major research project 
dealing with the development of advanced weapons: The Weapons Acquisition Process: An 
Economic Analysis, by Merton .1. Peck and Frederic M. Scherer. The report described the 
basic structure of the defense acquisition process and presented a comprehensive economic 
analysis. Peck and Scherer examined six specific problems in the management of large 
research, development and production programs conducted by the Department of Defense 
(DoD): (1) schedule slippages, (2) cost growth, (3) lack of qualified government personnel 
to manage acquisition programs, (4) high frequency of personnel turnover, (5) inadequate 
methods of cost estimation, and (6) Insufficient training of government acquisition managers 
in the measurement and control of contractor performance. It is frustrating and 
disappointing that fifty years later, acquisition reforms continue to seek remedies for the 
same problems. 

In 2013, major defense acquisition programs continue to require ten years or more to 
design, develop, produce, and deploy initial operationally-eapable units. Cost increases of 25 
to 40 percent occur frequently on major weapon programs, with significant numbers of 
programs experiencing larger cost increases and delivering less capability than planned. 
Virtually all attempts to implement improvements in the management of defense acquisition 
programs have fallen short of their objectives. It is increasingly evident that barriers to 
improving the acquisition process derive, not from a lack of ideas, but from the difficulties 
encountered by senior government managers (in Congress as well as the Department of 
Defense) in identifying and changing counterproductive incentives that apply to government 
and industry personnel participating in defense acquisition programs. There seems to be little 
hope of solving these chronic problems if the usual attempts at refomi are tried once again. A 
more comprehensive approach is required — one that changes the incentives that stimulate 
and reinforce the seemingly intractable problems. 
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Defense acquisition programs contain a number of built-in, even cultural, challenges that 
resist change. These include a government acquisition workforce frequently having too little 
industrial training and experience, freciuent turnover of government personnel assigned to 
monitor and manage huge defense acquisition programs; the short tenure of senior 
politically-appointed acquisition officials, averaging only eighteen months in office; an 
irregular and erratic flow of weapons systems appropriations; the very nature of cutting-edge 
research and development; an ill-informed requirements process that virtually mandates 
changes to contracts as requirements are added or changed; and the many financial incentives 
that reward lowball contractor bids and provide negative sanctions for failing to spend all the 
allocated funds. These cultural challenges within the current acquisition system have great 
value to many key participants in industry, the services, and Congress and predispose them to 
be generally resistant to change. 

Twenty-one years ago, in 1992, the U.S. General Accounting Office (GAO) conducted a 
comprehensive study of defense acquisition, issuing an insightful report describing why the 
acquisition process had not been more responsive to reform efforts. The report entitled 
Weapons Acquisition: A Rare Opportunity for Lasting Change was based on a review of 
several hundred weapon system reports conducted during a fifteen-year period and was 
prepared by a team under the project direction of Paul L. Francis. 

In reviewing its own acquisition studies, the GAO offered a valuable and somewhat 
unusual analysis of a seemingly intractable problem. The report was unique among 
acquisition reform studies in that it stressed the impact of the acquisition “culture” as 
erecting formidable barriers to acquisition reform, thereby enabling persistent problems of 
cost growth, schedule slippage, and technical performance shortfalls to continue. 

The defense acquisition culture has changed little in the twenty-one years since the 1992 
report was issued. GAO identified counterproductive incentives for government and industry 
as key sources of reinforcers of the counterproductive culture. In 2013, these incentives 
continue to exist despite the procedural changes resulting from the acquisition reforms 
conducted throughout the past fifty years. It seems clear to GAO researchers and to this 
author that the Defense Department must remove and replace the counterproductive 
incentives before improved results can be realistically expected. 

GAO also pointed out that in a collective process that favors compromise, decision 
makers in the military services preferred to maintain more programs under way at lower 
funding levels rather than to fund fewer programs. In that culture, program sponsors were 
motivated to make optimistic (i.e., low-cost) assumptions and to reduce quantities and 
program scope or prolong schedules to make programs affordable and thereby avoid 
cancellations. 

Most acquisition programs have been initiated to respond to perceived deficiencies in the 
ability to carry out military missions against projected threats. Program sponsors in the 
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military services are encouraged to specify demanding performance requirements that further 
distinguish their programs as the preferred solution to a perceived threat. These demands 
frequently produce what is known as “goldplating,” in which design features are added, even 
when their cost exceeds their expected value. The GAO stated that while it may be easy to 
criticize the authors of such requirements, it should be kept in mind that “this approach 
works; it is a successful, if not an essential, w'ay to win program support from higher-level 
participants.” As a result of their actions, the higher-level participants in the services often 
reinforce the formulation of optimistic schedules and technical performance levels that are 
exorbitantly expensive, if they are achievable at all. Contractors contribute to the optimism 
by bidding low in their desire to participate in an acquisition program, anticipating that 
government will later initiate changes in the contract schedule, funding, or technical 
performance that provide opportunities in the program for the government and contractor to 
increase the price. 

As acquisition programs proceed through development, it is not surprising for program 
advocates to continue to forecast progi'am technical progress optimistically and to forecast 
cost estimates as low as can be rationalized. Cost estimators and program advocates do so to 
overcome the challenges that threaten a program’s existence as it experiences schedule, cost, 
or technical difficulties and encounters criticism. At the same time, program support grows 
because the time and money already invested in a program build active sponsors for its 
continuation. 

Each of the seventeen secretaries of defense since 1960 has made commitments to bring 
about more effective and efficient management of the defense acquisition process. Indeed, 
each has taken specific steps to identify problems and to initiate improvements. But each has 
left office before reform implementation has become institutionalized. 

The GAO pointed out, appropriately, that “even when the very underpinnings of a 
program are badly shaken, strong arguments are made by participants at all levels to continue 
the program as planned.” That tactic is common for programs that have entered the 
engineering and manufacturing development phase (formerly full-scale development), by 
which time it is generally conceded that programs are committed to production. 

In 201 3 as in 1992, it is clear that the incentives inherent in the acquisition culture are 
major factors in understanding why weapon acquisition problems persist despite numerous 
attempts at reform. While acquisition reforms seek to promote sound management practices, 
such as realistic estimating, thorough testing, and accurate reporting, these practices, while 
recognized as improved acquisition management, are frequently not widely adopted because 
they are seen as inconsistent with the very basic and strongly reinforced incentives to 
continue the development and production of a weapon system irrespective of problems 
encountered. In contrast, practices not normally viewed as good management techniques 
(i.e., concurrency and unreali-stically low estimates) can be useful to continuing acquisition 
development and production programs because they minimize the risk that programs will be 
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reduced, or canceled. There is little doubt that acquisition reforms produce limited, positive 
effects because they have not changed the basic incentives or pressures that drive the 
behavior of the participants in the acquisition process. 

Throughout the past fifty years, procedural and organizational solutions have often been 
adopted to correct acquisition problems without conducting effective root cause analyses to 
determine why the problems occurred in the first place. New organizational structures were 
proposed in attempts to reduce the strong tendency of program managers to report optimistic 
schedule and cost information to senior defense executives and to Congress. But the 
recommendations intended to improve the realism of cost estimates had not offset the 
incentives to submit excessively optimistic cost estimates. 

Acquisition reform proposals calling for prototype competition and the practice of “fly- 
before-buy” have been resisted, not because they were unsound or because program sponsors 
had an affinity for increasing technical risks. The resistance to fly-before-buy and testing is a 
logical reaction to the additional time and up-front cost required, and to the reality that 
testing could jeopardize the continuation of acquisition programs. This is particularly true of 
operational testing because it occurs outside the program manager’s control, exposes the 
weapon to harsh operating conditions, and at times poses the threatening question of whether 
the weapon can reliably cany' out its mission. As such, one of the best ways program 
sponsors can insulate their program from the perils of the acquisition process is by adopting a 
strategy of concurrency, rather than fly-before-buy. 

Most acquisition reform studies point out that the short tenures of program managers and 
high-level DoD acquisition executives, make it difficult for them to change the system of 
incentives because other participants can wait out the reforms they oppose. In the 1990s, the 
GAO reported that to protect programs from criticism, the services were reluctant to provide 
OSD with current program information, such as updated cost estimates. In fact, 
congressional or OSD demands for more realistic program information can intensify the 
protectionism of program advocates. 

The Defense Marketplace 

The U.S. economic system is built on the concept of free enterprise regulated by 
competition. The private-sector marketplace is the testing ground for products and methods 
of production and management. A well-managed, efficient firm will prosper, and a poorly 
managed one will fail. Lower costs usually mean higher profits. Investors take risks that, if 
successful, will be rewarded by higher profits. But the defense industry docs not fit that 
model. 

Many defense acquisition problems are rooted in the mistaken belief that the defense 
industry and the government-industiy relationship in defense acquisition fit naturally into the 
free-enterprise model. Most Americans believe that the defense industry, as a part of private 
industry, is equipped to handle any kind of development or production program. They also 
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by and large distrust government “interference” in private enterprise. Government and 
industry defense managers often go to great lengths to preserve the mistaken belief that large 
defense programs are developed and produced through the free-enterprise system. But major 
defense acquisition programs rarely offer incentives resembling those of the commercial 
marketplace. The limited positive effects of efforts to reform defense acquisition frequently 
fail to address the causes of acquisition problems. 

In the defense industry , most of the major producers depend heavily on one customer, the 
Defense Department, for business. Defense firms hire and maintain throughout their projects 
large groups of engineers, draftsmen, scientists, technicians, production workers, and 
managers to retain their capabilities for defense w'ork and to increase their chances of 
selection for the next defense contract. Few, if any, commercial projects would enable a firm 
to support such a large and varied workforce. On many large defense projects, the federal 
government also supplies a major part of a contractor’s working capital and investment. 

Once a weapon system contract has been signed, a firm risks little likelihood of cancellation 
for default because the close interaction of government and industry managers involved 
makes it difficult to ascribe separate responsibilities. The firms are further protected because 
contract cancellations have the undesirable side effects of delaying programs and increasing 
the risk of program cancellations by Congress. 

Relationships between Government and Industry 

The functions of DoD managers of large acquisition programs are not those classically 
associated with the term manager. This is because DoD does not develop or produce its 
w'eapon systems in-house; rather, the development and production work is contracted by the 
government to prime contractors. Hence, the principal functions of the government program 
manager and staff are planning, contracting, monitoring, controlling, and evaluating the 
schedule, cost, and technical performance of contractors and the government agencies that 
provide services and support. This range of activities includes design, development, 
procurement, production, training, testing, and field support. The term technical performance 
is used here in the broadest sense to include not only the engineering aspects of a weapon 
system or a software program but also the contractor’s management of resources (costs) and 
subcontractors. 

Managing technical performance, in this sense, poses demanding industrial management 
challenges. Government managers are required to oversee the performance of several 
private-sector industries involving many of the largest firms in the United States — firms 
managed by well-trained, experienced managers, familiar with the defense acquisition 
process, and with methods of estimating costs, measuring progress, allocating overhead, 
calculating profits, and measuring return on investment for high-tech programs. Most of the 
recurring problems of cost growth, schedule delays, and failure to achieve technical 
performance on large acquisition programs cannot be solved or avoided simply by better 
engineering, better forms of contracting, multiyear procurement, or more prototypes. 
Solutions require frequent negotiations between government and industry (monthly, weekly. 
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and sometimes daily) in situations that require government managers to be knowledgeable 
about their acquisition programs and the industries in which they work, experienced in the 
acquisition process, and highly skilled in applying the planning and control tools of industrial 
management. 

One of the conclusions from studying the management of defense acquisition is that it 
requires specific technical knowledge and skills well beyond what many recent government 
managers, senior military officers, and assistant secretaries in the office of the secretary of 
defense and the military' services have acquired. There has always been an implicit 
assumption within parts of the military services that natural leaders with little or no advanced 
training and experience in the management of large industrial programs could function 
effectively at any level of acquisition management. This assumption has been a significant 
factor leading to the disappointing results of virtually every acquisition reform program 
during the past fifty years. If the complex defense acquisition process is to be managed more 
effectively and efficiently, the Defense Department must develop more skilled, experienced 
acquisition managers and support staffs to manage the complex, continuing negotiations 
between one part of government and another and between government and large industrial 
firms. These tasks cannot all be delegated to contracting officers. 

The relationship between a government program office and its major contractor is 
necessarily a close one. Government and industry managers must work together to solve 
complex technical problems, and, on finding solutions, initiate contract changes to the work 
being performed. In this environment, rigorous day-to-day evaluations and negotiations 
between managers in government and industry is a necessity. 

Defense contractors, though usually motivated by a commitment to a strong defense 
program as well as economic gain, have three important goals: achieving the program’s 
technical performance objectives, meeting payrolls, and satisfying stockholders. Therefore, 
industry managers continually strive to obtain additional contracts that will provide work for 
their research, development (R&D), and production workforce. 

Government Program Managers 

For decades, many have observed that government program managers and their staffs are 
intelligent and hardworking. Program managers, along with most other managers in defense 
acquisition, genuinely want to acquire advanced w'eapon systems that meet performance 
standards at reasonable costs. But in practice, too few government managers know much 
about industry financial incentives or the industry processes of controlling costs, schedules, 
and technical performance in large private-sector contractor organizations. As a result, 
government managers, often with the best intentions, may have great difficulty making the 
decisions required to create and reward lean industrial organizations. 

The challenge of managing major acquisition programs effectively and efficiently 
requires government program managers and contracting officers skilled in achieving a 
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critical balance between the arms-length negotiation role and the pure partnership role 
between government and industry — a balance that produces what is referred to as a defense 
acquisition wise buyer. Achieving that balance requires years of acquisition training and 
experience; learning to cope with the complexities of the acquisition process; the day-to-day 
negotiations; and the marketing tactics within government, within industry, and between 
government and industry. What is needed is not an adversarial relationship characterized by 
animosity, suspicion, and mistrust, but a business relationship characterized by acquisition 
professional managers trained and experienced to perform rigorous analyses, bargaining, and 
a tenacious regard for the best interests of one’s ow'n side. But military and government 
civilian assignment policies often fall short of enabling government program managers and 
their superiors to acquire these eapabilities. 

A government manager is not simply a partner with private industry but an independent 
manager charged with supervising the use of public funds. Army, Navy, Air Force, and 
Marine Corps program managers and contracting officers are nominally responsible for 
monitoring three areas of contractor activity: achieving technical performance called for in 
the contract, meeting the program’s schedule requirements, and performing w'ork within the 
specified budget. If a major defense acquisition program is to run smoothly and efficiently, it 
should be structured so that contractors have a reasonable opportunity to earn a return on 
investment comparable to commercial returns, without undermining government program 
objectives. That balance is often very difficult to achieve. 

When contractors meet their obligations at reasonable costs, government program 
managers should be trained and empowered to recognize that performance and to reward 
contractors with attractive profits and improved opportunities for future defense business. On 
the other hand, when contractors fail to perform effectively at reasonable costs, government 
program managers and contracting officers should be sufficiently trained, experienced, and 
motivated to discover and report inadequate performance to higher echelons of the Defense 
Department and to take corrective actions. Members of Congress and government officials at 
all levels from program managers to the secretary of defense must be qualified and motivated 
to conduct this kind of responsible management. But the current acquisition process is often 
structured to frustrate that behavior. 

At present, government managers who handle crises effectively are given high 
performance ratings. Often, however, timely preventive action could have corrected 
problems before they became crises. Because preventive action requires attention to 
management detail, government program managers with limited experience may be unlikely 
to appreciate the highly-technical engineering and development work being performed by 
contractors. As a result, there may be limited capability in a government program 
management office to exercise effective program control. 

The Well-Qualified Active Manager. Some government acquisition managers and 
officials describe the program manager’s role as one of planning and making key decisions 
associated with rigorous oversight of, negotiation with, and control of industrial firms 
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performing the development and production work on an acquisition program. This is called 
the well-qualified active manager view. Ft is based on the belief that in the defense 
acquisition environment, the competitive forces of the marketplace do not alone produce the 
desired cost, schedule, and technical performance, often frustrated by contract changes 
occurring throughout the life of a program. 

The Less-Qualified Manager. Other less qualified government managers and officials 
believe the job of a government program manager is primarily one of promoting a program, 
preparing progress reports and briefings, communicating with officials at the Pentagon and at 
various military commands and contractors. They often act as though the responsibility for 
cost control belongs solely to the contractor. This is often called the less-qualified manager 
view. Those holding this mistaken view believe that general leadership training and 
leadership experience added to two or three years of acquisition experience are sufficient 
qualifications to manage a major acquisition program. They mistakenly believe that 
substantial knowledge of industry and skills in industrial practices are not essential for them 
and that relying on functional subordinates and “presiding” over a team of functional 
managers can substitute for personal knowledge and involvement by the program manager. 

Those who hold the “less-qualified” manager view often talk about cost control in 
managing programs but fail to understand that the planning and control of large industrial 
programs are achieved neither by proclamation nor by good intentions. They occur only as 
the result of careful analyses and trade-offs associated with their program and with the 
rigorous control of engineering changes. The skills needed for these tasks require intensive 
practical training and acquisition experience in dealing with contractors, users, and other 
stakeholders, first on smaller acquisition programs, then on larger ones. 

In reality, the responsibility for cost control belongs to the government program manager, 
the contracting officer, and the contractor. Cost reductions are often possible, depending on 
the government managers’ knowledge and skills in establishing and implementing 
challenging productivity and cost incentives, formal and informal, throughout the life of a 
program. 

Reexamining the Program Manager Concept 

The program manager concept works well in private industry. Why then does it 
experience serious problems so often in government? 

Consider the unique characteristics of industry program managers, who usually report to 
the company president. 


They have genuine decision-making authority regarding personnel assignments, 
promotions, technical matters, and budgets. 
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• They usually have years of training and experience in the work of their industr>' 

(e.g., development and production of missiles, aircraft, tanks, ships, and guidance 

systems). 

• They understand the goals and constraints of their customers and the ways in which 

their customers operate. 

• They understand the roles performed and the tactics employed within government, 

within industry, and between government and industry. They are experienced 

practitioners in dealing with these situations. 

DoD program managers, lacking the more extensive training, experience, and stature of 
their private-sector counterparts, often encounter another serious obstacle to performing their 
jobs. Namely, they are required to respond to (indeed, often placate) many individuals in 
government capable of influencing their careers: senior officers and civilians in the buying 
commands, the using commands, the service headquarters staff, the service secretariat, OSD, 
and Congress. Within these groups there are diverse elements: some who support a particular 
acquisition program, some who oppose it, and some who are undecided. The people 
representing one or more of these stakeholder groups can change every few months, as 
assignments change. These groups have voracious appetites for data from DoD program 
managers: How much will it cost to reduce the aircraft by 200 pounds? What is the 
consequence of reducing the budget by $100 million? How much can we save by reducing 
the production rate by 50 percent? What will be the impact of replacing the radar? What 
caused the program delay? What will it take to regain the lost schedule? How much can we 
save by competing the next production contract? 

It is long past time to reexamine the current method of manning and operating 
government program management offices. The current job descriptions portray program 
managers as supermen and superwomen who 

• cut through the red tape generated by several hundred “interested” government 

managers; 

• obtain budget approvals from the service headquarters, OSD, and Congress; 

• work as partners with industry in solving technical problems; 

• motivate contractor managers to perform effectively and efficiently; 

• obtain reliable measurement data from which to determine independently the 

schedule, cost, and technical performance status of a program; and 

• provide incentives for industry and report any contractor failures to perform 

effectively at the lowest reasonable cost. 
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Today, all this is often expected of government program managers relatively 
inexperienced compared to their industry counterparts, yet responsible for directing and 
controlling complex engineering development programs with budgets of hundreds of 
millions of dollars. 

After titty years, we know that an Army or Air Force colonel or Navy' captain (at the rank 
of 0-6) with limited industrial management knowledge and experience is ill prepared to 
direct and oversee a first-of-a-kind, multi-hundred-million-dollar industrial program with 
hundreds of complex challenges and dilemmas. If DoD is to perform the role of the w'ise 
buyer on major acquisition programs, a senior 0-6 or a one- or two-star military officer or 
equivalent government civilian must be highly skilled and experienced in the acquisition 
process and business management, and committed to effective and efficient performance. 
There is too much at stake for on-the-job training in these positions. Too often, the training 
and experience have been too shallow and brief As Lt. General Lawrence Farrell, USAF 
(ret.) states: “We have a system that doesn’t properly select, grow and nurture acquisition 
talent.” 

What steps can be taken now to improve defense acquisition management? 

Managing taxpayer-funded acquisition programs costing hundreds of millions of dollars 
is too important and too complex to be conducted by government military and civilian 
personnel with part-time acquisition careers. There appears to be no realistic alternative to 
providing clear and more comprehensive career paths for government acquisition managers 
to acquire the needed skills and experience, from the level of functional managers, program 
managers, and program executive officers. Acquisition career paths for both military and 
civilian personnel need to include genuine promotion opportunities at least comparable to 
those provided in operational career fields. Short of these steps, the Defense Department can 
expect yet one or more decades of studies and recommendations for improvements, with 
little accomplished in the way of lasting change. 

It seems only reasonable that the heads of the Army, Navy, and Air Force acquisition 
organizations should be among the most qualified acquisition managers available, based on 
years of acquisition training and practical acquisition e.xperience. When selected for these 
positions, they should have sole responsibility for materiel acquisition and personnel 
recruitment, selection, and assignments of their acquisition workforce. To separate these 
responsibilities is to invite the problems of the past five decades. 

Course offerings at the Defense Acquisition University (DAU) currently provide 
important steps in training program managers and their staffs. Nonetheless, more training 
time is required to enable students to practice dealing with more real-life examples of the 
difficult challenges they will encounter on their jobs. Future program managers should be 
required to complete six months or more of formal, advanced training, in which they learn to 
deal effectively with hundreds of realistic examples of the challenges and dilemmas both 
they and contracting officers will encounter on acquisition programs. Managers in training 
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should analyze these challenges, discuss the strengths and weaknesses of the options 
available for dealing with them, and plan the implementation of selected options. Instructors 
will need to be familiar with industrial management practices, skilled in conducting practical 
training with interactive sessions, and current in practical knowledge of the opportunities, 
challenges, and constraints that exist in the field. These Instructors are not easy to find and 
attract to teaching. Instructors do not need to be academics or theorists; they need to be, or 
have been, effective practitioners. 

The training program should develop the “wise buyer” skills needed to resolve the 
complex problems that occur on major engineering development and production programs. 
The emphasis should be on students making analyses and decisions, using simulations of 
contractor negotiations, exercises, case studies, and other techniques to plan effective 
implementation programs. DAU courses currently provide a useful start toward 
accomplishing these goals. Student assignments in a program management office would 
ideally precede and follow a one-year practical training program; carefully chosen 
experienced program managers need to serve as mentors and supervisors. 

There should also be a more-effective screening process for selecting candidates for 
demanding acquisition positions; only those with the requisite talent, skill, and motivation 
should be accepted. In addition, a personnel board, comprising senior military and civilian 
acquisition officials, should review applicants for major positions and be authorized and 
motivated to remove government personnel whose performance is marginal or inadequate. 
Ideally, the board should also have the authority to provide significant financial rewards for 
outstanding performance. 

Government and Contractor Incentives 

If, as has been the case for five decades, the militaiy promotion system will not respond 
to repeated attempts to provide attractive promotions and career opportunities for acquisition 
managers to attain flag or civilian equivalent grade, then the Defense Department should 
provide other incentives, such as additional pay and incentive compensation. If an extra 
$30,000 or more per year were paid to selected military officers and civilians (at the rank of 
0-6 and above) and career regulations permitted them to remain in the acquisition field, the 
incentives to retire and join private industry would be greatly minimized. The extra cost 
would be negligible compared to the benefits achieved by retaining experienced acquisition 
managers on large, costly acquisition programs. 

Such a proposal is not without precedent. Military officers on flight status and submarine 
duty as well as medical and dental officers and other special-skilled officers currently receive 
additional pay. Indeed, Sw^eden’s government acquisition agency addresses the problem of 
attracting and retaining qualified people — military and civilian — by a special law that allows 
an added salary increase for crucial acquisition positions. Thus, a Swedish colonel serving as 
a program manager can receive a significantly higher salary than other colonels and even the 
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director general of the agency. This incentive provides prestige and draws highly qualified, 
experienced people to critical acquisition positions. 

If more attractive and more stable government careers are available in DoD acquisition 
management assignments, it would then be possible to minimize the conflicts associated with 
frequent turnover of military personnel. The basic goal of any legislative remedy must be 
achieving and maintaining outstanding competence and integrity for the defense acquisition 
system. 

With respect to contractors, the Defense Department customarily does business with an 
inverted system of rewards and penalties. As noted earlier, contractors are often rewarded for 
higher than planned program costs with increased sales, higher contributions to overhead, 
and higher profits. The system also encourages government and industry managers to place 
far higher priority on gaining congressional approval to begin a new acquisition weapon 
program or obtain additional funding for an ongoing program than it does on controlling the 
cost of a program. In a New York Times article, Arthur E. Fitzgerald noted that the 
acquisition cost problems of the 1980s, 1990s, and 2000s are not aberrations; they are the 
result of many government and industry participants reacting in perfect accord with the 
distorted rewards and penalties inherent in the acquisition process. These observations 
correspond to similar observ'ations now held by GAO analysts studying defense acquisition 
programs. 

Reluctance to establish more appropriate incentives has been a serious deficiency in most 
DoD improvement programs during the past five decades. Contractors should be rewarded 
with higher profits for complying with schedules, achieving promised technical performance 
standards, and delivering goods and services at or below contracted cost. Prospects for 
obtaining future contracts should be closely linked to performance on existing contracts. 

New contract forms; better planning, control, and reporting systems; and improved cost 
estimating and change control systems are unlikely to be effective unless government 
managers are skilled in the implementation and use of these techniques and are rewarded, 
along with contractors, for effective results. This is an essential step toward achieving better 
management control of defense acquisition programs. 

The Need for Extended Follow-up Actions 

A persistent problem associated with previous attempts at acquisition reform has been the 
failure of senior defense management to take vigorous action to ensure effective 
implementation of acquisition reform initiatives. The results of the acquisition reform efforts 
of the 1970s, 1980s, 1990s, and 2000s have taught us that communicating acquisition reform 
actions from the Office of the Secretary of Defense down to the services, without significant 
follow-up by managers throughout the government hierarchy, produces no more than 
temporary or marginal improvements at best. Much activity is often directed toward 
initiating reform efforts but insufficient activity toward following through to ensure that 
lasting changes occur and become institutionalized. 
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Many in government and industry want to improve the acquisition process. But it is 
unrealistic to expect any lasting improvement if an appropriate system of incentives and 
disincentives is not established and enforced. Specifically, 

• Unless in-depth root cause analyses are performed routinely for each major acquisition 

cost growth, schedule slippage, and technical performance shortfall and corrective 
measures taken and institutionalized to prevent future recurrences, the cycle of major 
acquisition problems will continue. The Air Force learned that lesson long ago when 
they required root cause analyses and implemented corrective actions in response to 
aircraft accidents. 

• Unless changes are made in the current profit system that demands higher costs as a 

prerequisite for higher profits, it is futile to expect lower costs. Because profits are 
largely cost based, there is little economic motivation for contractors to reduce 
direct or indirect costs. The profit system needs a major overhaul to relate a 
significant portion of profit to contractor investment and performance. 

• Unless changes are made in the current military personnel system that make short- 

term assignments necessary for military officers to acquire the number and variety 
of assignments needed for promotion, any significant reduction in personnel 
turnover in defense program offices is unlikely. 

• Unless changes are made in the current OSD and congressional practice of routinely 

accepting program stretch-outs as a tactic for funding new programs, it is 
unrealistic to advocate economical production rates. 

• Unless changes are made in the cun'ent DoD practice of waiving training 

requirements and offering only short training courses, of two or three months 
which limit coverage to introductory rather than in-depth skill building with 
respect to industrial planning and control, it is unrealistic to expect improved 
training for acquisition managers, 

• Unless changes are made in military careers that currently provide few opportunities 

beyond age 45 or 50, it is reasonable for military officers to leave the sendee and 
seek second career in industry. In addressing this problem, DoD needs to listen to 
Army and Air Force lieutenant colonels and colonels and to Navy commanders 
and captains to learn their views on the advantages and disadvantages of the 
acquisition career field. 

• Without genuine promotion opportunities for military and civilian personnel who 

make the difficult decisions associated with successful negotiating and wise 
buying, it is unrealistic to expect to retain in government service experienced, 
well-qualified program managers. 
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• Unless changes are made in the current contractor source selection process, which 
makes optimistically low-cost estimates a significant advantage in competing for a 
contract, it is useless to discuss more realistic contractor proposals. The source 
selection process must give far more weight to a contractor’s record of realistic 
cost estimates and past performance. 

After nearly fifty years of initiatives to improve the acquisition process, it is increasingly 
evident that the schedule, cost, and technical performance problems of defense acquisition 
programs conducted by thousands of government and industry participants will not be 
corrected by short-term fixes. The persistence of acquisition problems is not due to lack of 
understanding of what practices need to be changed. The field of defense acquisition abounds 
with thoughtful recommendations developed by senior acquisition managers who have 
studied the acquisition process with care. The underlying stumbling block has been and 
continues to be one of inadequate implementation and failure to institutionalize the 
recommendations required to bring about more professional management. 

Future attempts to correct the persistent and costly problems of defense acquisition must 
include more effective follow-up by senior and mid-level government managers who must 
understand and agree with the changes that need to be made. Today’s practice of reassigning 
military acquisition managers, at most levels every two or three years on acquisition 
programs that require ten years or more to complete, is unlikely to produce lasting 
improvements in managing those programs. 

The instruments required to bring about substantial improvements in defense 
acquisition management must be a strong secretary of defense and well-qualified 
government acquisition executives. The latter need to be managers chosen for their 
industrial experience, with expert knowledge and skills in defense acquisition, who 
understand why acquisition reform efforts of the past have failed to achieve lasting 
improvements, and who have strong commitments to achieving efficient as well as 
effective acquisition program outcomes. Unfortunately, current conflict of interest laws 
make it difficult to appoint qualified industry managers to DoD acquisition executive 
positions. 

It is clear that military and civilian acquisition managers need tenure longer than 
two or three years in program manager assignments, and need to be unambiguous in 
taking steps to improve management of acquisition programs. There is little likelihood 
that the cost of major acquisition programs will stabilize or decrease unless and until 
more skilled government acquisition managers, at all levels, have the ability and 
commitment to accomplish these objectives. Minor adjustments or corrections to the 
present acquisition process simply will not accomplish this vital job. 

In the second decade of the twenty-first century, the alarmingly high federal deficit, 
the continuing need for a strong defense, and a growing awareness of the need to deal 
more effectively with the high cost of defense acquisition can provide the stimulus 
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needed to bring about more effective acquisition reform producing major 
improvements in the control of acquisition schedules, costs, and technical performance. 

Table 1 

Twenty-Eight Studies of Defense Acquisition Reform, 1960 - 2010 

The following major studies on acquisition reform were conducted from 1960 to 2009: 

1962 — The Weapons Acquisition Process — Harvard Business School, 

Merton J. Peek and Frederic M. Scherer 

1970 - Blue Ribbon Defense Panel (Fizhugh Commission) 

1972 -- Congressional Commission on Government Procurement 

1974 — Arming America: How the U.S. Buys Weapons — 

Harvard Business School, J. Ronald Fox 

1 979 — Defense Resources Board Report on Defense Acquisition 

1979 — DoD Defense Resource Management Study 

1981 — DepSecDef Carlucci Thirt>'-Two Acquisition Initiatives 

1 982 — Special Panel on Defense Procurement, House Armed Services Cmte 
1982 -- The Defense Industry' Study, Jacques S. Gansler 

1985 — Defense Acquisition, Center for Strategic and International Studies 

1986 — DoD Blue Ribbon Commission (Packard Commission) 

1988 — The Defense Management Challenge — Harvard Business School, 

J. Ronald Fox 

1 989 — Secretary of Defense Management Review Report 
1989 — Affording Defense, Jacques S. Gansler 

1989 — New Weapons, Old Politics — Thomas L. McNaugher 

1990 — Defense Science Board Streamlining Study 

1992 — Weapons Acquisition: A Rare Opportunity for Lasting Change, 

GAO/NSlAD-93-15 

1993 — Defense Science Board Streamlining task Force 

1 994 — Critical Issues in the Defense Acquisition Culture, Defense Systems 

Management College 

1995 - Defense Conversion, Jacques S. Gansler 
1998 -- DoD Defense Acquisition Reform Initiatives 

2005 - Reexamining Military Acquisition Reform — Rand Corporation 
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Comparative History of DoD Management Reform, 

Naval Post Graduate School 

Office of the Secretary of Defense Acquisition Performance Assessment- 
DAPA 

Report of the Commission on Army Acquisition and Program 
Management in Expeditionary Operations 

Defense Acquisition; Options for Congress, Congressional Research 
Service (CRS), Stephen Chadwick 

Creating a DoD Strategic Acquisition Platform — Department of Defense 
and the Defense Science Board 

CNA Independent Assessment: Air Force Acquisition 
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QUESTIONS SUBMITTED BY MR. MILLER 

Mr. Miller. Dr. Michael Gilmore, Director of Operational Test & Evaluation, con- 
sistently speaks about developmental test & evaluation (DT&E) as being key to suc- 
cessful operational test & evaluation (OT&E). Prior to enactment of the Weapons 
Systems Acquisition Reform Act (WSARA) of 2009, the GAO and the Defense 
Science Board found that 50% of programs completing initial operational test & 
evaluation since 2000 were assessed as “not operationally effective or suitable.” 
GAO suggested that “. . . beginning production before successfully demonstrating 
that the weapon system will work as intended increases the potential for discovering 
costly design changes . . . and usually requires substantial modification costs at a 
later time.” 

• Do you believe enhancing the authority and resourcing of the Deputy Assistant 
Secretary of Defense for Developmental Test & Evaluation would improve that 
office’s oversight effectiveness, resulting in reduced cost overruns and schedule 
delays? 

• How would you recommend enhancing that authority and resourcing? 

Mr. Zakheim. It is not clear why the DASD for DT&E requires additional 
resourcing. OSD is already overstaffed. At most, personnel should be dropped from 
other OSD offices in order to add a few more slots to the DT&E office. 

The key is additional authority, rather than resources. In order to ensure that 
DT&E has the desired impact in the acquisition cycle, the DOD 5000 series should 
require that the DASD DT&E certify to the Defense Acquisition Board that develop- 
mental testing and evaluation has been completed and that the program in question 
can move to production. The DOD Directive should make it clear that there will be 
no movement to production without such certification unless a waiver is explicitly 
granted in writing by the Deputy Secretary of Defense. 

Mr. Miller. Over the past several years, this committee has attempted to pass 
legislation that would provide authorities to enter into long-term and/or multi-year 
procurement contracts. The constant obstacle is the CBO and the manner in which 
they score these initiatives. What are your thoughts on CBO scoring methodology 
associated with multi-year procurements and do you think it is time for the Con- 
gress to provide new guidance to CBO regarding the scoring of long-term procure- 
ments? 

Mr. Zakheim. CBO scores multi-year programs in the year they were approved. 
This results in frontloading their costs and pushing aside other programs that can- 
not fit into budget caps or other prescribed spending ceilings. 

Should the Congress wish to change the nature of CBO’s scoring, it could of 
course provide new guidance to that effect. However, doing so would compromise 
CBO’s independence by opening the door for other changes in CBO’s methodology 
. . . something the Congress might do best to avoid. 

Mr. Miller. Termination liability is often cited by both CBO and 0MB as an ob- 
stacle to adopting long-term and/or multi-year procurement contracts. Industry con- 
tinues to tell the CBO and 0MB that termination liability can be mitigated through 
contract terms. What are your thoughts on termination liability? 

Mr. Zakheim. There is no doubt that termination liabilities are a function of the 
contracts that are signed for a given program. Contracts, when amended or modi- 
fied, are notoriously vague with respect to those liabilities. Engineering change pro- 
posals and other variations to the original contract change overall program cost and 
therefore affect the amount of termination liability, which arises when the Govern- 
ment chooses to terminate a contract for its convenience. In my testimony I sug- 
gested much more rigorous control over contract changes; included in that sugges- 
tion would be clarity regarding termination liability — a specific sum to be appended 
to every contract modification. 

Mr. Miller. Dr. Michael Gilmore, Director of Operational Test & Evaluation, con- 
sistently speaks about developmental test & evaluation (DT&E) as being key to suc- 
cessful operational test & evaluation (OT&E). Prior to enactment of the Weapons 
Systems Acquisition Reform Act (WSARA) of 2009, the GAO and the Defense 
Science Board found that 50% of programs completing initial operational test & 
evaluation since 2000 were assessed as “not operationally effective or suitable.” 
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GAO suggested that . . beginning production before successfully demonstrating 
that the weapon system will work as intended increases the potential for discovering 
costly design changes . . . and usually requires substantial modification costs at a 
later time.” 

• Do you believe enhancing the authority and resourcing of the Deputy Assistant 
Secretary of Defense for Developmental Test & Evaluation would improve that 
office’s oversight effectiveness, resulting in reduced cost overruns and schedule 
delays? 

• How would you recommend enhancing that authority and resourcing? 

Mr. Chao. I would focus attention on whether the office of the DASD (DT&E) has 
the proper resources rather than on the tinkering of authorities. Generally it is a 
good practice to push testing and evaluation earlier into the process and more into 
the actual design and development process, as the GAO has noted. The best prac- 
tices found in industry and the commercial world place a great deal of emphasis on 
testing as you go, and building in assessment into the development process rather 
than waiting until the end to discover whether a product or system works. It should 
be noted however that the more complex the system is and the more that the deliv- 
erable product is a system of systems, the more there is a reality that the weapon 
system can only be fully tested when completed — that is the nature of very complex 
system of systems. 

Mr. Miller. Over the past several years, this committee has attempted to pass 
legislation that would provide authorities to enter into long-term and/or multi-year 
procurement contracts. The constant obstacle is the CBO and the manner in which 
they score these initiatives. What are your thoughts on CBO scoring methodology 
associated with multi-year procurements and do you think it is time for the Con- 
gress to provide new guidance to CBO regarding the scoring of long-term procure- 
ments? 

Mr. Chao. I believe serious consideration should be given to re-examining how 
multi-year procurements are scored and assessed. While very aware of the issues 
of annual appropriations, the anti-deficiency act and the prerogatives of Congress, 
there are sufficient advantages to multi-year procurements from a cost perspective 
that the topic should be examined. It will be particularly important as defense budg- 
ets decline and cost savings and the need to provide some stability to the defense 
industrial base becomes critical. The rules regarding multi-year procurement scoring 
in many ways offset the exact reason that they are useful/efficient — for long term 
visibility and stability the customer gets lower cost. Force the entire contract or 
large portion to be accounted for in one year and it naturally creates a huge dis- 
incentive to use the mechanism and short circuits the normal economics. These are 
ultimately rules that Congress has set for itself, and therefore can only be addressed 
by Congress. 

Mr. Miller. Termination liability is often cited by both CBO and 0MB as an ob- 
stacle to adopting long-term and/or multi-year procurement contracts. Industry con- 
tinues to tell the CBO and 0MB that termination liability can be mitigated through 
contract terms. What are your thoughts on termination liability? 

Mr. Chao. Multi-year contracts have a known and well studied set of economic 
benefits. By bujdng in economically efficient lots they lower cost; they potentially re- 
duce the overhead burden; they incentivize standardization and reduce start up 
costs (which also lowers cost); stabilize work forces and incentivize investments in 
productivity by the contractors. While they are not useful for every case, they can 
be ideal for situations where the requirement/need is stable, there is a base level 
of demand, and the costs are amenable to multi-year efficiencies. 

An issue raised, as you note, is termination liability with the big risk being the 
cancellation of a program early in its life. Given that the budgeting rules require 
the funding of the termination liability it certainly creates a disincentive to using 
multi-years. Ultimately this is a cultural issue — the component that creates the 
greatest fear (“I don’t have flexibility, what if I need to change the contract”), is ex- 
actly the element that generates the savings (“this is stable, they can’t change the 
contract”). The core topic is therefore risk mitigation, and as any business person 
will note risk can be managed/negotiated via contract terms. For example, termi- 
nation liabilities can scaled or risk adjusted. The issue of termination liabilities 
should not a priori preclude the examination of using a multi-year. 

Mr. Miller. Dr. Michael Gilmore, Director of Operational Test & Evaluation, con- 
sistently speaks about developmental test & evaluation (DT&E) as being key to suc- 
cessful operational test & evaluation (OT&E). Prior to enactment of the Weapons 
Systems Acquisition Reform Act (WSARA) of 2009, the GAO and the Defense 
Science Board found that 50% of programs completing initial operational test & 
evaluation since 2000 were assessed as “not operationally effective or suitable.” 
GAO suggested that “. . . beginning production before successfully demonstrating 
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that the weapon system will work as intended increases the potential for discovering 
costly design changes . . . and usually requires substantial modification costs at a 
later time.” 

• Do you believe enhancing the authority and resourcing of the Deputy Assistant 
Secretary of Defense for Developmental Test & Evaluation would improve that 
office’s oversight effectiveness, resulting in reduced cost overruns and schedule 
delays? 

• How would you recommend enhancing that authority and resourcing? 

Mr. Schwartz. A number of analysts and government officials have echoed GAO’s 
suggestion that beginning production before successfully demonstrating that sys- 
tems will work as intended increases the potential for costly modifications at a later 
time. As Vice Admiral David Venlet reportedly stated, DOD was surprised at the 
extent of the changes required — and the associated cost — that resulted from the 
high rate of concurrency found in the Joint Strike Fighter program. i 

In the DOT&E FY2012 Annual Report to Congress, Dr. Gilmore stated that since 
2009 (the year the Weapon System Acquisition Reform Act was enacted into law), 
there has been progress in a number of areas related to testing, including signifi- 
cant progress in increasing the scientific and statistical rigor; early engagement 
with the requirements community to develop realistic, feasible, and testable require- 
ments; and increased attention in reliability management, design, and growth test- 
ing.2 The report also stated that DOD recognizes “the significant adverse long-term 
life cycle cost impacts and reduced operational capability resulting from systems 
being unreliable.”® 

An example of DOD’s increased recognition and focus on the importance of testing 
in general, and developmental testing in particular, can be seen in the recently re- 
leased draft DOD Instruction 5000.02, which contains a more robust discussion on 
testing than the current instruction. The draft instruction states that developmental 
test and evaluation 

demonstrates the ability of the system to meet its stated and derived require- 
ments, including the approved KPPs, and that system production or fielding can 
be supported. The effort requires completion of DT&E activities consistent with 
the Test and Evaluation Master Plan and may include operational assessments. 
Successful completion of adequate developmental testing with production or 
fielding representative prototype test articles will normally be the primary basis 
for entering LRIP or Limited Fielding. 

The draft instruction also contains two enclosures dedicated exclusively to test 
and evaluation requirements, including Enclosure 2-3, which is an eight page dis- 
cussion of developmental test and evaluation. The current instruction does contain 
such a focus on DT&E. 

Despite the progress cited above and the increasing attention being paid to the 
importance of testing, there are numerous areas ripe for improvement, such as the 
rate of systems meeting required reliability thresholds. According to the annual re- 
port, “reliability continues to lag; only 7/13 systems (54 percent) evaluated in 2012 
met their reliability thresholds and overall between 1997 and 2012 only 67/118 sys- 
tems (57 percent) were reliable."*” 

Given the progress cited by Dr. Gilmore, the draft of the 5000.02 instruction, the 
Weapon System Acquisition Reform Act, and other reform efforts currently under- 
way (including a heightened focus on program cost), there is little consensus as to 
what impact enhancing the authority and resourcing of the Deputy Assistant Sec- 
retary of Defense for Developmental Test & Evaluation would have on the goal of 
improving that office’s oversight effectiveness, and its ability to address cost over- 
runs, and schedule delays. Some could argue that enhancing the authority and re- 
sources of DT&E activities will improve the process, particularly in those areas 
where observable progress has not occurred; others can argue that implementing 
further changes could have unintended consequences or may hinder the progress 
currently underway. 

Mr. Miller. Over the past several years, this committee has attempted to pass 
legislation that would provide authorities to enter into long-term and/or multi-year 
procurement contracts. The constant obstacle is the CBO and the manner in which 
they score these initiatives. What are your thoughts on CBO scoring methodology 


* Richard Whittle, “JSF’s Build and Test Was ‘Miscalculation,’ Adm. Venlet Says; Production 
Must Slow,” Breaking Defense, December 1, 2011, at http://breakingdefense.coni/2011/12/jsf- 
huild-and-test-was-miscalculation-production-must-slow-v/. 

2 Office of the Director, Operational Test & Evaluation, FY 2012 Annual Report, December 
2012, p. X. 

®Ibid., p. V. 

*Ibid., p. 6. 
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associated with multi-year procurements and do you think it is time for the Con- 
gress to provide new guidance to CBO regarding the scoring of long-term procure- 
ments? 

Mr. Schwartz. The statutory authority for executing MYPs include 10 U.S.C. 
2306b (providing for the use of MYP for the procurement of goods) and 10 U.S.C. 
2306c (providing for the use of MYP for the procurement of services). MYPs are fur- 
ther governed by DOD acquisition regulations.® Generally, CBO does not score au- 
thorizations for MYP that are executed under existing legislation such as 10 U.S.C. 
2306b. However, CBO does score new legislation that would provide new types of 
MYP contracts, increase the maximum term of such contracts, or add additional 
goods and services to those authorized under current law.® In conducting its anal- 
ysis, CBO adheres to the principle that MYPs incur future obligations in excess of 
currently available appropriations. When scoring MYPs, CBO includes the total ex- 
pected obligation for all out years, not just the current obligation and the termi- 
nation cost if the contract is cancelled after the first year. 

The Congressional Budget Act (P.L. 93-344 section 312(a)) provides that for pur- 
poses of enforcement, spending and revenue levels “shall be determined on the basis 
of estimates made by the Committee on the Budget of the House of Representatives 
or the Senate, as applicable.” As such. Congress need not consider CBO scoring or 
analysis. Congress could also choose to provide new guidance to CBO as it relates 
to MYP scoring methodology, such as whether scoring should be based on termi- 
nation costs or on all out-year costs in the contract. Such guidance may not be bind- 
ing on CBO unless appropriately enshrined in statute. 

Mr. Miller. Termination liability is often cited by both CBO and 0MB as an ob- 
stacle to adopting long-term and/or multi-year procurement contracts. Industry con- 
tinues to tell the CBO and 0MB that termination liability can be mitigated through 
contract terms. What are your thoughts on termination liability? 

Mr. Schwartz. There is a general consensus that MYPs generate cost savings for 
DOD. Compared with estimated costs under annual contracting, estimated savings 
for programs being proposed for MYP have ranged from less than 5% to more than 
15%, depending on the particulars of the program in question, with many estimates 
falling in the range of 5% to 10%.'^ In practice, actual savings from using MYP rath- 
er than annual contracting can be difficult to observe or verify because of cost 
growth during the execution of the contract that was caused by developments inde- 
pendent of the use of MYP rather than annual contracting. 

The anticipated government savings generated from MYPs explain why DOD 
seeks to pursue such contracts. Generally, contractors are interested in signing 
multi-year contracts to book future work; contractors are more likely to make long- 
term investments in support of a contract if the contract period is long enough to 
ensure that the contractor will recoup its investment (and increase profits). How- 
ever, because the federal government can terminate contracts for convenience, com- 
panies may forgo making long-term investments to guard against the government 
terminating the contract before the contractor recoups its investment. Generally, 
two main factors give contractors the confidence that DOD will not terminate an 
MYP contract and that the multiyear stream of business will materialize: 

• For a program to qualify for MYP, DOD must certify, among other things, that 
the minimum need for the items to be purchased is expected to remain substan- 
tially unchanged during the contract in terms of production rate, procurement 
rate, and total quantities. 

• MYP contracts include a cancellation penalty intended to reimburse a con- 
tractor for costs that the contractor has incurred (i.e., investments the con- 
tractor has made) in anticipation of the work covered under the MYP contract. 
The undesirability of paying a cancellation penalty acts as a disincentive for the 
government against canceling the contract (and if the contract is canceled, the 
cancellation penalty helps to make the contractor whole). 

A 2008 report by GAO found that, while DOD terminated hundreds of contracts 
for convenience each year, fewer than a dozen contracts terminated from 1995-2007 


®For more information on MYP, see CRS Report R41909, Multiyear Procurement (MYP) and 
Block Buy Contracting in Defense Acquisition: Background and Issues for Congress, by Ronald 
O’Rourke and Moshe Schwartz. 

®For example, see U.S. Government Accountability Office, Department of Veterans Affairs 
Major Medical Facility Lease Authorization Act of 2013, Cost Estimate: H.R. 3521, December 
6, 2013, http://www.cbo.gov/sites/default/files/cbofiles/attachments/hr3521_l.pdf. 

"^CRS Report R41909, Multiyear Procurement (MYP) and Block Buy Contracting in Defense 
Acquisition: Background and Issues for Congress, by Ronald O’Rourke and Moshe Schwartz. 
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were worth more than $100 million.® However, from FY1999-FY2008, DOD contract 
obligations (adjusted for inflation) increased every year. From FY2008-FY2013 (ad- 
justed for inflation), DOD contract obligations have decreased every year. Shrinking 
contract spending and the accompanying focus on cost increases the risk that DOD 
will terminate a contract for convenience. 

To the extent that there is an increased risk in contract termination or substan- 
tial funding changes, government officials have less of an incentive to enter into 
long-term or MYP contracts that carry a substantial termination liability. In the 
current environment, termination costs can also be the determining factor in decid- 
ing whether to continue or terminate a contract. The lack of reliable or complete 
information can lead to poor decisions, an issue discussed in a report by the DOD 
Inspector General which found that the Secretary of Defense did not have sufficient 
termination cost information to determine the cost-effectiveness of continuing or ter- 
minating the C-130J MYP contract.® 

Part 49 of the Federal Acquisition Regulation is dedicated exclusively to contract 
terminations, including the responsibilities of the parties in determining and set- 
tling termination liabilities. In addition to the rules and regulations governing con- 
tract termination, termination liability can be addressed in the contract itself. How- 
ever, the budget environment in recent years makes MYP a less attractive strategy 
for the government, particularly given the level of uncertainty in recent years re- 
lated to 

• what the future overall defense base budget will be; 

• if DOD will be required to operate under a continuing resolution due to the lack 
of a budget being enacted; 

• whether a continuing resolution will include language prohibiting DOD from 
signing MYP contracts for the life of the continuing resolution; 

• whether sequestration will be triggered in future years; and 

• the stability of funding for individual programs. 

Mr. Miller. Dr. Michael Gilmore, Director of Operational Test & Evaluation, con- 
sistently speaks about developmental test & evaluation (DT&E) as being key to suc- 
cessful operational test & evaluation (OT&E). Prior to enactment of the Weapons 
Systems Acquisition Reform Act (WSARA) of 2009, the GAO and the Defense 
Science Board found that 50% of programs completing initial operational test & 
evaluation since 2000 were assessed as “not operationally effective or suitable.” 
GAO suggested that “. . . beginning production before successfully demonstrating 
that the weapon system will work as intended increases the potential for discovering 
costly design changes . . . and usually requires substantial modification costs at a 
later time.” 

• Do you believe enhancing the authority and resourcing of the Deputy Assistant 
Secretary of Defense for Developmental Test & Evaluation would improve that 
office’s oversight effectiveness, resulting in reduced cost overruns and schedule 
delays? 

• How would you recommend enhancing that authority and resourcing? 

Mr. Francis. We examined the staffing and influence of the DT&E office during 
our 2010, 2011, and 2012 assessments of DOD’s implementation of the Weapon Sys- 
tems Acquisition Reform Act of 2009.^ In our 2011 and 2012 assessments, we re- 
ported that the office had to drop virtually all but the largest programs from its 
oversight list and eliminate oversight of some major automated information systems 
because its staff could not adequately cover a portfolio of over 200 acquisition pro- 


®U.S. Government Accountability Office, Defense Acquisitions: Termination Costs are Gen- 
erally Not A Compelling Reason to Continue Programs or Contracts that Otherwise Warrant 
Ending, GAO-08-379, March 14, 2008, p. 1. 

®See Department of Defense Office of the Inspector General, Acquisition: Contracting and 
Funding for the C-130J Aircraft Program, D-2006-093, June 21, 2006, p. 3. According to the 
report the Secretary of Defense wrote a letter to Congress stating that it was in the best interest 
of DOD to complete the multiyear contract based on the additional cost estimated to terminate 
the C— 130J MYP contract. However, the IG found that “The Air Force acquisition personnel pro- 
vided the Secretary of Defense with an unsupported cost estimate to use in deciding whether 
to terminate the C— 130J aircraft MYP contract. This occurred because the Air Force included 
ambiguous language in the contract and did not have cost and pricing data needed to develop 
an accurate cost estimate. As a result, the Secretary of Defense did not have sufficient termi- 
nation cost information to determine the cost-effectiveness of continuing or terminating the C— 
130J MYP contract.” 

^GAO, Defense Acquisitions: DOD Needs to Develop Performance Criteria to Gauge Impact 
of Reform Act Changes and Address Workforce Issues, GAO-10— 774 (Washington, D.C.: July 29, 
2010); GAO, Weapons Acquisition Reform: Actions Needed to Address Systems Engineering and 
Developmental Testing Challenges, GAO-11-806 (Washington, D.C.: Sept. 19, 2011); Weapons 
Acquisition Reform: Reform Act Is Helping DOD Acquisition Programs Reduce Risk, but Imple- 
mentation Challenges Remain, GAO-13-103 (Washington, D.C.: Dec. 14, 2012). 
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grams. In addition, the office was providing minimal coverage to programs prior to 
the start of development, which is the most opportune time to influence a program’s 
acquisition strategy. In our 2011 assessment, we also reported that the Deputy As- 
sistant Secretary for DT&E would like his office to be staffed with a larger propor- 
tion of government employees as he believed it is important to maintain a core cadre 
of people with the required institutional knowledge and skills to support current 
and future program office needs. At that time, about two-thirds of the staff were 
contractors. Our 2011 report also discussed concerns about T&E’s influence within 
DOD. However, we could not determine if the office had the appropriate amount of 
influence because it was not tracking the extent to which its recommendations were 
being adopted or impacting weapon programs. This type of information would pro- 
vide some indication of whether additional authority is needed. 

Accordingly, dedicating more resources to DT&E activities would allow the office 
to oversee activities on more programs. However, finding additional resources at a 
time when defense budgets are shrinking may be difficult to achieve. We do note 
(1) the difficulty in finding such resources given competing demands, and (2) the ca- 
pability of the DT&E office is but one of many factors that could address cost growth 
and schedule delays. Collectively, the program offices and the offices of DT&E, Sys- 
tems Engineering, Cost Assessment and Program Evaluation, and others need to ad- 
dress these issues. For example, while some of these risks could be addressed with 
additional testing earlier in a program, other risks may best be identified through 
increased attention to early systems engineering or more accurate cost estimating. 
In addition, while we have no analytical basis for recommending a change in the 
DT&E office’s authority, we reported in our 2012 assessment that the department 
must address challenges related to cultural barriers between OSD and the services 
that make service officials reluctant to accept DT&E’s recommendations. 

Mr. Miller. Over the past several years, this committee has attempted to pass 
legislation that would provide authorities to enter into long-term and/or multi-year 
procurement contracts. The constant obstacle is the CBO and the manner in which 
they score these initiatives. What are your thoughts on CBO scoring methodology 
associated with multi-year procurements and do you think it is time for the Con- 
gress to provide new guidance to CBO regarding the scoring of long-term procure- 
ments? 

Mr. Francis. While we are familiar with CBO’s scoring methodology we generally 
do not comment on it as CBO is a sister legislative agency and we feel that Con- 
gress is best served by having one support agency on this topic. We do note that, 
according to 0MB scorekeeping guidelines, when a law provides the authority for 
an agency to enter into a long-term or multiyear contract, it is to score the entire 
amount of the government’s estimated legal obligation in the year in which the 
budget authority is first made available to make clear the Government’s total esti- 
mated legal obligations over the life of the contract. 

GAO has long supported such up-front disclosure of the full commitments of the 
government. We have advocated that it is the best way to ensure recognition of com- 
mitments embodied in budgeting decisions and maintain government-wide fiscal 
control. When certain costs are not fully recognized up-front, before funds are com- 
mitted, important information on full budgetary effects may not be considered as 
trade-offs are made among competing priorities. 

Mr. Miller. Termination liability is often cited by both CBO and 0MB as an ob- 
stacle to adopting long-term and/or multi-year procurement contracts. Industry con- 
tinues to tell the CBO and 0MB that termination liability can be mitigated through 
contract terms. What are your thoughts on termination liability? 

Mr. Francis. While it is true that termination liability can be negotiated up front, 
it is also true that multiyear contracts can entail higher costs if the contract is ter- 
minated. We have previously observed that a good understanding of potential termi- 
nation costs can better position an agency to fulfill its mission. The amount of a ter- 
mination settlement reflects costs for which the contractor is entitled to be reim- 
bursed, including costs incurred in performance of the contract to date, and is typi- 
cally limited in multiyear procurement contracts by a negotiated termination liabil- 
ity which places a ceiling on these costs. As a further limitation, under certain cir- 
cumstances DOD procurement regulations provide for “special termination costs” 
clauses that may be used after negotiation and agreement with the contractor.^ 
Multiyear contracts allow contractors to enter into contracts for a period of up to 
five years so they can purchase more than 1 year’s worth of equipment or materials 
from their suppliers, thus incurring costs sooner. We have reported that compared 
to a series of annual contracts, this approach could result in cost savings when a 
multiyear contract is completed. However, if the contract is terminated, it may re- 


2 Defense Federal Acquisition Regulation Supplement, 48 C.F.R. §249.501-70; 252.249-7000. 
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suit in higher incurred costs and thus a higher termination settlement.^ Termi- 
nation liability is one factor to consider when looking at the stability of a program’s 
funding, a key element in determining whether a multiyear contract should be 
awarded, and should be considered an added risk that an otherwise stable, realisti- 
cally priced program can avoid. Immature, volatile programs and those at risk of 
future changes should not be proposed as multiyear candidates because such insta- 
bility puts the savings attributed to efficiencies of production and bu 3 dng at risk. 


QUESTIONS SUBMITTED BY MR. LANGEVIN 

Mr. Langevin. Better Buying Power (BBP) 1 and 2 focused much attention on 
training and processes, but absent from the discussion has been a focus on equip- 
ping the workforce with time saving, modern, analytical software. 

• Have acquisition support systems such as the contract writing systems, cost es- 
timating systems, auditing systems, and the like kept pace with acquisition re- 
form and evolution? 

• How could technology enable the acquisition workforce to forecast, estimate, 
compete, award, and monitor requirements better? 

• Could there he a way to automate more of the acquisition processes, particu- 
larly small contract changes like unilateral modifications, and in doing so free 
up time to work more complex acquisition issues? 

Mr. Zakheim. While providing the types of software outlined in the question cer- 
tainly could help improve the efficiency of the workforce, far more fundamental is 
the question of how the recommendations of both versions of Better Buying Power 
will he implemented. The two documents correctly identify the problems that best 
the acquisition system. Better Buying Power 2.0, in particular, outlines an exhaus- 
tive list of actions that must be taken to overcome those problems. Nevertheless, 
with some notable exceptions — for example, presenting affordability analyses to the 
Milestone Decision Authority; DAU incorporating Performance Based Logistics as- 
sets into its curricula; limiting the time for staff review of Acquisition Strategies 
and Decision Memoranda — even the lengthier and more detailed implementation 
memorandum for Better Bu 3 ring Power 2.0 is full of words such as “review,” “evalu- 
ate,” “determine” and “study.” Directives that incorporate such language invariably 
are either circumvented or ignored by the bureaucracy. Acquiring expensive soft- 
ware or systems without ensuring bureaucratic performance invariably results in 
underuse or misuse of the software/systems. Only by basing bonuses, pay increases 
and promotions on actual performance, and by mandating far more stringent train- 
ing requirements than are currently in force, will bureaucratic performance be im- 
proved. And at that point, it will he advantageous to acquire software/systems to 
further enhance that performance. 

Mr. Langevin. One area of focus in acquisition reform has been the state of the 
acquisition workforce. Are there any international examples of different approaches 
to acquisition workforce management policies that have potential benefit for applica- 
tion in the U.S.? Similarly, are there examples of international acquisition systems, 
organizational structures and procurement processes that are structured fundamen- 
tally differently than our own that could be adopted to the benefit of our own de- 
fense acquisition system? 

Mr. Zakheim. Because the American acquisition program and budget is so much 
larger than its equivalent anywhere else, there are limits to the lessons that might 
be learned from foreign acquisition systems. Those that tend to function more effec- 
tively, such as the Israeli system, involve fewer, and smaller, programs. What is 
noteworthy about the Israeli system is the emphasis on having operators involved 
in all aspects of a program’s development. Matching requirements to developmental 
performance is key to a successful program; the Vice Chairman of the Joint Chiefs 
has begun to implement this process, but it can be carried much further. 

There are some lessons to be learned from the French system as well. France has 
traditionally shared program management among the chiefs of staff and the Direc- 
tor General for Armaments (DGA). Since the late 1990s program teams have been 
organized in integrated, cross disciplinary fashion. While French acquisition has suf- 
fered from many of the same ailments as other nations, the system is far more toler- 
ant of multi-year acquisition programs than the United States. The DGA also em- 
phasizes harmonization of programs under a smaller number of contracts, to im- 
prove contract management, and the greater use of pilot programs. It may therefore 


3 GAO, Defense Acquisitions: Termination Costs Are Generally Not a Compelling Reason to 
Continue Programs or Contracts That Otherwise Warrant Ending, GAO-08— 379 (Washington, 
D.C.: Mar 14, 2008). 
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be worth exploring whether these efforts might be applied within the American con- 
text. 

There may also be much to be gleaned from the DGA’s human resource manage- 
ment, education and training system. French engineers are generally drawn from 
the country’s top school, the Ecole Polytechnique, where they earn the equivalent 
of a Master’s degree. They will also have had a year of military training. They also 
can obtain up to two additional years of specialized engineering education at one 
one of several advanced technical engineering schools, two of which are managed 
hy the DGA itself. Many also train in foreign laboratories or earn doctorates. As a 
result, the leading career officials in the DGA not only have the highest level of 
technical education that France offers, but also military experience and, in many 
cases, foreign experience as well. 

The DGA has a more demanding system of continuing education than its Amer- 
ican counterpart. French continuing education includes a staff course taken jointly 
by civil servants and defense company executives, a 44 day course for program di- 
rectors (compared to 80 hour requirements for senior program managers in the DOD 
system), and a program for confirmed managers in their tenth year of service. 

The British acquisition system has suffered from cost overruns and schedule 
delays for some time. In 2004 the Ministry of Defense issued a series of “smart ac- 
quisition” guidelines (not dissimilar from the DOD’s ongoing Better Buying Power 
initiatives) to address these challenges, but within a year a parliamentary com- 
mittee found that cost overruns and schedule delays persisted. Other attempts to 
improve the process since then have also been unsuccessful. As a result, the Min- 
istry of Defense is considering the option of outsourcing the management of its ac- 
quisition and support operations, a task that in the United States is considered “in- 
herently governmental.” The plan is highly controversial in Britain and has come 
under attack from former senior government officials such as Lord Peter Levene, 
who has argued that it would more efficient to revamp the government’s own acqui- 
sition organization. The Royal United Services Institute, leading British think tank, 
is also opposed to the plan. The MoD may nevertheless proceed with an award of 
a one year pilot contract to one of two bidders who would manage the $22 billion 
British program. Clearly, outsourcing acquisition and support would obviate the 
need for an acquisition workforce comparable to the one functioning in the MoD, or 
for that matter, in the US DOD. I am dubious that the British experiment, if under- 
taken, will succeed, however, nor, in the US context, would it be useful to extend 
inherently governmental functions to contractors. If anjdhing, there should be great- 
er scrutiny to ensure that contractors do not cross over the line the demarcates 
those activities that properly should only be carried out by the US government. 

Several European states have attempted to coordinate their acquisition efforts. At 
one end of the spectrum, the Nordic nations — Denmark, Sweden, Norway, Iceland 
and Finland established Nordic Defense Cooperation (NORDEFCO) in 2009 to co- 
ordinate their defense capabilities. The nations work jointly on acquisition and life 
cycle support, delineating areas for cooperation. The states claim to have saved sev- 
eral tens of millions of Euros, but their budgets and acquisition programs are quite 
small, even when aggregated among them all (Iceland does not even have a defense 
force). On the other hand, France and Britain have repeatedly attempted to coordi- 
nate their acquisition efforts, with at best moderate success. In 2010 the two coun- 
tries agreed to strengthen the UK-France High Level Working Group’s efforts in the 
areas of industrial and armaments cooperation, which, if anything, was an indica- 
tion of that Group’s lack of success until that time. 

Mr. Langevin. One area of focus in acquisition reform has been the state of the 
acquisition workforce. Are there any international examples of different approaches 
to acquisition workforce management policies that have potential benefit for applica- 
tion in the U.S.? Similarly, are there examples of international acquisition systems, 
organizational structures and procurement processes that are structured fundamen- 
tally differently than our own that could be adopted to the benefit of our own de- 
fense acquisition system? 

Mr. Chao. The topic of lessons to be learned from acquisition workforce practices 
of our international peers has been studied by various think tanks, academics and 
FFRDCs over the last 10-15 years and there are several good reports that are worth 
reading. The focus of the studies has been mostly on our NATO allies and the larg- 
er, more technologically sophisticated countries. The common cautionary note in 
most of these studies is that no other country has an acquisition system required 
to purchase the scope, scale and sophistication of the U.S. It does not mean there 
are no lessons to be learned, simply that the practices cannot be applied directly 
to the U.S. acquisition system. 

There are two key elements which stand out and are worthy of consideration: 
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The first is that certain countries, such as France, have a professionalized and 
independent acquisition work force. Unlike the U.S. system where an acquisition as- 
signment is one of many that can be had during a military career, in the systems 
that have professional acquisition corps, it becomes a permanent avocation. This is 
culturally very different than the U.S. system and although the notion has been 
raised in prior acquisition reform studies, it has not gained much traction. The re- 
lated topic, that is perhaps better suited for the U.S. acquisition system, is how the 
Services treat their acquisition cadre — in terms of promotion, flag officer billets, etc. 
If pursuing an acquisition track is deemed to be negative to a career, then naturally 
the best talent will stay away and it will impact the quality of the acquisition sys- 
tem. 

The second element that one finds in the U.K., French and other allied acquisition 
workforces is a far greater exchange of professionals between industry and the gov- 
ernment/civil service/military. This is achieved through military officer exchange 
programs and civilians moving back and forth between industry and government 
service throughout their careers. It creates a far better understand of the industry, 
their capabilities and their motivations by the government; and I would submit bet- 
ter ability to perform oversight. The growing divide between industry and the acqui- 
sition system in the U.S. is a dangerous trend — without fail former government ac- 
quisition professionals who have joined industry say “I wish I knew then what I 
know now about industry and how it works”, and vice versa when members of in- 
dustry go into government service. Examining how these countries enable that 
interchange, manage conflicts of interest and ethics issues would be areas of fruitful 
examination. 

Aside from these two key areas, there are a few other practices also worth looking 
at. The Australian practice of charging programs a cost of money creates some very 
interesting and healthier behaviors — it places a premium on getting programs done 
quickly. Also countries that truly implement total cost of ownership evaluation have 
a better ability to analyze programs that require higher up front costs but save 
money once in operation — our current system with the different colors of money 
(procurement separate from O&M) makes this hard in the U.S. system. 

Mr. Langevin. One area of focus in acquisition reform has been the state of the 
acquisition workforce. Are there any international examples of different approaches 
to acquisition workforce management policies that have potential benefit for applica- 
tion in the U.S.? Similarly, are there examples of international acquisition systems, 
organizational structures and procurement processes that are structured fundamen- 
tally differently than our own that could be adopted to the benefit of our own de- 
fense acquisition system? 

Mr. Schwartz. A number of countries have undertaken efforts to reform or im- 
prove their defense acquisition system, resulting in novel and innovative approaches 
to acquisitions. Some analysts have suggested that the United States can benefit 
from looking at the defense acquisition practices of other countries. 

1. Some analysts have suggested that DOD should emulate the approach taken 
by such countries as England, France, Sweden, Australia, Israel, and Germany, 
and create a centralized (joint) acquisition organization. Some of these analysts 
argue that just as Goldwater-Nichols created a ‘joint-ness’ in the operational 
forces, it is time to extend the principles of Goldwater-Nichols to the acquisi- 
tion sphere and create a joint acquisition organization. Such an approach was 
outlined in HR 965, Independent Defense Procurement Corps Act of 1989 (the 
bill was not enacted into law).'^ 

Others have taken the opposite view, arguing that the military services should 
be endowed with more acquisition authority, at the expense of the Office of the 
Under Secretary of Defense for Acquisition, Technology, and Logistics. This position 


1 Section 101 of the bill read as follows: 

Congress finds the following: 

(1) It is essential that Congress act to establish an independent procurement system for the 
Department of Defense that will minimize abuses and provide high quality, competitively priced, 
and effectively designed defense products. 

(2) The frequent movement of individuals from the private sector to the Department of De- 
fense, and from the Department of Defense to the private sector, fosters real and perceived con- 
flicts of interest in defense acquisition. 

(3) The parochial interests of each military department often lead to duplication of effort and 
higher costs. 

(4) There should be an independent, well-trained, and well-paid team of professionals who 
have chosen the Independent Procurement Corps as a stable career path and who represent the 
public interest and the legitimate needs of the Department of Defense in all negotiations with 
defense contractors in all matters related to the procurement of property and services required 
by the Department of Defense, including research, development, production, and management. 
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is consistent with those analysts and officials from other countries who are not per- 
suaded that a centralized acquisition organization is inherently more efficient or ef- 
fective. 

Below is a list of selected countries that some analysts or officials have suggested 
provide examples of approaches to defense acquisitions that can he emulated by the 
Department of Defense. 

Israel ^ 

The acquisition of goods and services for the Israeli military is generally executed 
by the Ministry of Defense’s Directorate of Procurement and Production. The direc- 
torate is organized into five main divisions: 

2. Air 

3. Land 

4. Sea 

5. Information and Telecommunication 

6. Maintenance and Services. 

Each of these divisions corresponds to and works closely with its operational coun- 
terpart. Requirements are developed by the relevant service, not by the Directorate 
of Procurement and Production. A separate organization, the Directorate for Re- 
search and Development, focuses on R&D programs and can set its own operational 
requirements. 

Some analysts and officials have suggested that another positive aspect of the 
Israeli requirements and acquisition process is that it allows for more rapid develop- 
ment and fielding of systems than the MDAP acquisition process in the United 
States.^ 

Sweden ^ 

The Defense Materiel Administration (FMV) is the centralized organization that 
procures goods and services for the Swedish military. Starting January 1, 2014, the 
FMV will be expanded to also provide logistics. After January 1, the FMV will con- 
sist of six divisions: 

7. Systems and Production 

8. Logistics and Procurement 

9. Storage, Service and Workshops 

10. Tests and Evaluation 

11. GRIPEN (Strategic Projects) 

12. Commercial Operations. 

Some analysts have suggested that the United States should emulate the pay 
structure used by the FMV to attract and retain its acquisition workforce. According 
to acquisition expert Ronald Fox, Sweden addresses the challenge of 

attracting and retaining senior people — military and civilian — by a special law 
that allows an added salary increase for crucial acquisition positions. Thus, a 
Swedish colonel serving as a program manager can receive a significantly high- 
er salary than other colonels and even the director general of the agency. This 
incentive provides prestige and draws highly qualified, experienced people to 
senior acquisition positions.® 

The same policy applies to all FMV personnel in the acquisition workforce, includ- 
ing technical experts and project managers. Pay and benefits, which are influenced 
by the complexity of the task and the performance of the individual, are more flexi- 
ble than DOD’s GS (General Scale) or uniform pay structures. According to the 
Swedish government 

Pay determination shall be individual, differentiated and adjusted to market 
conditions for all categories of personnel. It is the responsibility of each man- 
ager to ensure that his/her employees are evaluated and awarded based on per- 
formance In the pay review the individual evaluation shall be based on 

whether the employee has achieved the expected result and fulfills the com- 
petency requirements for his/her position.® 


2 Information provided to CRS by an official at the Embassy of Israel in Washington D.C., De- 
cember 12, 2013. Information also based on discussions with Israeli officials throughout 2012. 

3 One example is Israel’s Iron Dome system, which was developed and deployed within a time- 
frame that was faster than generally possible in the current DOD acquisition process. 

Based on information and documentation provided to CRS by an official of the Defense Mate- 
riel Administration, November 29, 2013 (unless otherwise cited). Documents available upon re- 
quest. 

® J. Ronald Fox, Defense Acquisition Reform 1960-2009: An Elusive Goal (2011), p. 204. 

® Documentation provided by the Defense Materiel Administration. 
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A consequence of the pay system is that different positions have different salary 
ranges within which an individual’s pay is determined^ 

France 

In 1961, France became one of the first nations to consolidate all defense acquisi- 
tion under one bureau, the Direction Generate de I’Armement (DGA-General Direc- 
torate for Armament), which is responsible for virtually all aspects of weapon sys- 
tem development (including exports). Some analysts have argued that the French 
approach to defense acquisition can provide lessons in improved acquisition perform- 
ance. One report found that cost overruns in French weapon acquisitions 

tend to be relatively minor in scope; on the order of 5-10 percent per weapons 
platform, versus an average overrun of 26 percent per platform in the United 
States.® 

The report argues that three related factors are substantially responsible for cost 
control: 

13. hard budget constraints; 

14. technical knowledge and experience of the acquisition workforce, coupled with 
a more collaborative relationship between the military department and indus- 
try; and 

15. empowered program managers. 

Another difference between the U.S. and French systems is the role of the legisla- 
tive branch. The French legislature is viewed as having less authority in the budget 
process over individual weapon systems than the U.S. Congress. 

Australia ® 

The Defense Materiel Agency (DM0), established in 2000, is the centralized orga- 
nization responsible for the acquisition of goods and services for the Australian mili- 
tary. In 2012-2013, the DM0 was responsible for 40% of the Australian military’s 
budget. According to the Australian government, since the establishment of a cen- 
tralized acquisition organization: 

On average, projects are delivered under budget (using 98% of available funds). 

Average schedule slips have decreased from 50% to 30% in 2007; the number of 
projects delivered on time has doubled. 

One unique feature of the DM0 is that it provides independent cost, schedule, and 
risk analysis to the military and civilian government, providing independent anal- 
ysis from those executing the acquisition programs (the DM0 does not weigh in on 
capability requirements). According to government documentation, 

DMO is responsible for delivering military equipment to the ADF (Australian 
Defense Forces) according to the cost, schedule and specifications agreed by the 
Government. To be properly held to account for doing so, DMO needs to be able 
to provide independent advice to Government on matters which it remits. 

Another unique feature of the Australian system is the role of Gate Review 
Boards. Gate Reviews are the rough equivalent to DOD milestones. Gate Reviews 
are conducted by Gate Review Boards. Each board is made up of 

• Senior DMO management; 

• DMO officials independent of the program in questions; and 

• Independent non-DMO officials. 

The board conducts in-depth analysis of the program, and the Chair of the board 
provides guidance to the program manager and the senior executive responsible for 
approving the program’s readiness to advance to the next acquisition phase. Aus- 
tralian officials have indicated that this process has been very successful in improv- 
ing the performance of the acquisition process. 


Based on email discussion with official from the Defense Materiel Administration. 

® Ethan B. Kapstein and Jean-Michel Oudot, “Reforming Defense Procurement: Lessons from 
France,” De Gruyter Business and Politics, vol. 11, no. 2 (August 2009). A policy brief written 
summarizing the full abstract was written by the author and issued by the Center for a New 
American Security. The policy brief can be found at http://www.cnas.org/files/documents/publica- 
tions/CNAS%20Policy%20Brief%20-%20defense%20acquisition_l.pdf. 

CRS has not determined the extent to which this comparative analysis adjusts, as appro- 
priate, for size, complexity, or technological advances in weapon programs The report points out 
that the methodology used by the Government Accountability Office to determine ’average’ cost 
growth of 26%is unknown. As a result, the authors “look at both the arithmetic and geometric 
averages in our account of the French case, and thus the spread in averages from 5-10 percent.” 

^ Based on discussions with officials from the Australian Senate and the Embassy of Australia, 
December 2013, and documentation provided to CRS December 13, 2013. Documents available 
upon request. 
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Challenges to Adopting Foreign Practices 

While there may be lessons to be drawn from the acquisition practices of other 
countries, it is worth noting the vast difference in scale between DOD and the mili- 
tary establishments of other nations, including the 

1. comparative size of the defense acquisition workforce; 

2. number of complex and challenging acquisitions undertaken by DOD; and 

3. significantly larger acquisition budget of DOD. 

Put in context, DOD obligated more money on just contracts in FY2012 ($360 bil- 
lion) than the combined value of the five largest non-U.S. total defense budgets in 
the world ($335 billion). Some policies that appear effective in smaller acquisition 
organizations or in less complex procurements may not prove to be as effective when 
pursued on the scale of DOD. 

Another challenge in adopting foreign practices is the difference in the organiza- 
tional structure of DOD compared to that of most other countries. Title X of the U.S. 
Code endows the military services with a substantial role in the acquisition process. 
This is in marked contrast to the structure established in many other countries, in- 
cluding most European countries, where there is a centralized defense acquisition 
organization. Policies that work in a centralized acquisition organization may not 
be transferable to or as effective in the military service-oriented structure of the De- 
partment of Defense. 

Mr. Langevin. Better Bu 3 dng Power (BBP) 1 and 2 focused much attention on 
training and processes, but absent from the discussion has been a focus on equip- 
ping the workforce with time saving, modern, analytical software. 

• Have acquisition support systems such as the contract writing systems, cost es- 
timating systems, auditing systems, and the like kept pace with acquisition re- 
form and evolution? 

• How could technology enable the acquisition workforce to forecast, estimate, 
compete, award, and monitor requirements better? 

• Could there be a way to automate more of the acquisition processes, particu- 
larly small contract changes like unilateral modifications, and in doing so free 
up time to work more complex acquisition issues? 

Mr. Francis. Theoretically such systems could assist the department, but, in 
DOD’s past experience, such systems have proven problematic. For example, in Oc- 
tober 2011, the Under Secretary of Defense for Acquisition, Technology, and Logis- 
tics noted that the Standard Procurement System (SPS) — the department’s contract 
writing system that supports nearly 27,000 procurement professionals in issuing so- 
licitations, award contracts and modifications, approving pa 3 unents, and closing out 
contracts — was difficult to maintain and improve and was technologically fragile. As 
a result, no new contracts, agreements or orders are to be awarded through SPS 
after September 30, 2015, and the use of the system is to cease two years later. As 
we noted in our February 2013 high-risk update, DOD needs to ensure that these 
types of business systems investments are managed with the kind of acquisition 
management rigor and discipline that is embodied in relevant guidance and best 
practices so that each investment will deliver expected benefits and capabilities on 
time and within budget. ^ 

GAO has not assessed specific technologies or software that could enable the ac- 
quisition workforce to better execute or automate contract management, but we 
have found means of achieving greater efficiency that are not software related but 
could improve acquisition practices. For example, one way that improved analytics 
and data can help DOD and other federal agencies potentially save billions of dol- 
lars is through the expanded use of strategic sourcing.^ Generally speaking, stra- 
tegic sourcing is a procurement process that seems to move an organization away 
from numerous individual procurements to a broader aggregate approach. The tools 
and techniques that come with strategic sourcing enable organizations to: 

• develop a better picture of what they are spending on goods and services, 

• better understand cost drivers, 

• prioritize their requirements, 

• better manage suppliers, 

• take advantage of market trends, and 

• target savings. 

Leading companies strategically manage 90 percent of their procurement spend- 
ing, and report savings of 10 percent or more of total procurement costs. We have 
found, however, that federal agencies have been slow to embrace this approach. 


^High-Risk Series: An Update, GAO— 13-283 (Washington, D.C.: Feb. 2013). 

2 GAO, Strategic Sourcing: Improved and Expanded Use Could Provide Significant Procure- 
ment Savings, GAO— 13-765T (Washington, D.C.: July 15, 2013). 
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even in a time of great fiscal pressure, due in part to the lack of leadership commit- 
ment, expertise, and data harriers among other factors. As a result, we found that 
while DOD and the Departments of Homeland Security, Energy, and Veterans Af- 
fairs accounted for 80 percent of the $537 billion in federal procurement spending 
in fiscal year 2011, less than 5 percent of that spending was managed through stra- 
tegic sourcing efforts. 

In addition, our audits of civilian agencies have found that agencies did not al- 
ways take full advantage of acquisition planning to develop a strong foundation for 
the services contracts they awarded.® In particular, GAO found that agencies faced 
challenges defining their needs, documented cost estimates to varying degrees, and 
documented lessons learned to a limited extent. 

Mr. Langevin. One area of focus in acquisition reform has heen the state of the 
acquisition workforce. Are there any international examples of different approaches 
to acquisition workforce management policies that have potential benefit for applica- 
tion in the U.S.? Similarly, are there examples of international acquisition systems, 
organizational structures and procurement processes that are structured fundamen- 
tally differently than our own that could be adopted to the benefit of our own de- 
fense acquisition system? 

Mr. Francis. We have not recently assessed other countries’ acquisition workforce 
management policies, but our prior work found that the experiences of other nations 
in developing their workforce performance management systems as a whole could 
be instructive to U.S. agencies considering reforms. For example, in 2002, we noted 
that Australia, Canada, New Zealand, and the United Kingdom had begun to use 
their performance management systems to help their governments achieve results.^ 
To do so, these countries 

• created a “line of sight” between individual and organizational goals, 

• used competencies to provide a fuller assessment of individual performance, 

• linked pay to individual and overall organizational performance, and 

• fostered organization wide commitment to results-oriented performance man- 
agement. 

While the performance management initiatives in these countries reflected their 
specific organizational structures, cultures, and priorities, we concluded that their 
experiences provided a useful point of reference for U.S. agencies. In addition to the 
performance management practices used by other countries, our prior work has 
identified management practices that could help improve the capacity of the federal 
acquisition workforce. They include robust workforce planning, succession planning, 
and using practices that have shown to boost employee morale and engagement. 

Similarly, while we have not assessed other nations’ acquisition systems or pro- 
curement processes, we have participated in numerous forums, conferences, and 
meetings with our fellow auditors from around the world to compare experiences 
and exchange lessons learned. Acquisition systems, organizational structures, and 
procurement processes vary from country to country and may have similarities to 
or differences from our own. While British and Australian defense acquisition proc- 
esses have a “gated” review processes similar to DOD, for example, they use a more 
portfolio-oriented approach for program execution. Regardless of acquisition struc- 
ture or policy, however, foreign audit entities report outcomes similar to those here 
at home. For example, British and Australian audit agencies release an annual re- 
port on the performance of their defense acquisition programs much as we do. Those 
reports communicate the same kinds of cost and schedule overruns and note similar 
reasons for overruns such as poor cost and schedule estimating and a bias towards 
performance over cost when tradeoffs are needed. It should also be noted that Brit- 
ain, Australia, and other countries procuring major defense systems do not tend to 
engage in as many, or as costly and complex, development programs as DOD. 

o 


^GAO, Acquisition Planning: Opportunities to Build Strong Foundations for Better Services 
Contracts, GAO-11-672 {Washington, D.C.: Aug. 9, 2011). 

^GAO, Results-Oriented Cultures: Insights for U.S. Agencies from Other Countries’ Perform- 
ance Management Initiatives, GAO-02-862 (Washington, D.C.: Aug. 2, 2002). 



